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Preface to the Second Edition 


lam happy to place in the bands of my cstccmtd readers the second 
revised and enlarged edition of "PROBLEMS AND SOLUTION’S IN 
- BOOK-KEEPING FOR C.A.IJ.B.” The encourging response to the 
Erst edition has created in me the confidence regarding the approval of 
its subject matter and presentation. Some of the salient features of this 
new edition are as follows : 

© Ever since the publication of its first edition, Indian Institute of 
Bankers conducted 8 examinations in the subject (from November 
IO79 to May 1982). All the examination problems base been solved, 
arranged topic-wise and incorporated in the relevant chapters except 
the paper for May, I9S3 which is solved separately at the end of the 
book. 

© Solved practical problems have been increased from 161 and thcrcti* 
cal problems from 75 to 79, i.e., an overall increase of problems 
alongwith their solutions. 

© The 9 sections of the book are now subdivided into 35 topics instead 
of 33 topics. Topics on ‘Average due date* and 'partnership-final 
accounts’ have now been included in this edition. 

© Solutions of various problems have been made more explanatory. 
This has been done on the basis of the enquiries received from 
readers from dificrent places. This will enable students to improve 
their under standing of the procedure/calculations without any loss 
of time. 

© A set of instructional aids is provided to facilitate home study by 
students preparing for this professional examination, r is. Problems 
arranged under suitable subheadings , detailed solutions ; Notes, 
hints and assumptions given at the end of tricky problems. 

I am immensely thankful to all who have used the book and helped 
me generously by giving suggestions from lime to time. There will be 
undoubtedly, a number of mistakes and shortcomings m the book. I 
shall feel grateful to all those who take the trouble of pointing out 
these and sending more suggestions and comments. 



(VO 


At the end I shall be failing in my duty to the students if I do not 
thank them for the very warm reception accorded to the book. is mg 
them again all success in examination and promotions in service. 


New Delhi 
18th July, 1983 


S. P. OBEROI 


Preface to the First Edition 

“PROBLEMS AND SOLUTIONS IN BOOK-KEEPING FOR 
C.A.T.l B,” is especially designed to cater to the overdue requirement 
of the candidates preparing for the Part-I examination of the- Indian 
Institute of Bankers. 


The book contains the following special features : 

0 It comprehensively covers the entire syllabus. The book has been 
divided in 9 sections (strictly according to the prescribed syllabus of 
the Institute). These sections being further sub-divided into 3 j topic 1 -. 
Each topic is brief, but it provides complete information on the 
related subject matter in a logical sequence. 


O To enable the candidates to acquire a sound knowledge of the 
subject matter, every topic Is started with a brief theory, which is 
followed by the solved practical examination problems. The book 
contains 236 problems— 75 theoretical and 161 practical. 




To rts-in assimiliaison, all the question papers of the C.A, 
(Pnrt-l) examination commencing from February, I9t>6 till Augu^., 
167a (for the 75 session*-) have been solved and arranged topic-whe. 
Examination paper for April, 1979 has been solved in the append.'’, 
at the end of the book. 


m A!i the solutions a 
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• It also provides an easy work of reference for those who have baste 
knowledge of the subject. 

• For easy reference, paper-wise index as well alpha-bctic index have 
been compiled at the end of the book. 

0 Trend of important topics has been incorporated to enable the 
candidates to have their own scientific guess for the next 
examination. 

Q This book is primarily intended to be a practical guide for the 
banking candidates appearing in the Book-keeping paper of Part*I 
examination of the Indian Institute of Bankers. 

I take this opportunity of expressing my best thanks to Shri 
Prakash Chand, Shri Pratap Chand and to a band of loyal workers, 
whose uniring efforts and preservance made it possible to bring out this 
book before you. 

I acknowledge, with appreciation, helpful assistance and encourage- 
ment, which I got from my colleagues. I feel indebted to all those, 
who enriched ray thinking from time to time. Finally, let me admit 
frankly that this book would never have seen the rays of the sun 
without the co-operation of my mother-Smt. Kamla Devi, wife-Shanta, 
son-Deepak and daughter-Shivali, who tolerated my faults and foibles 
while I was pre-occupicd with the writing of this book. 

I wish the readers all success not only in the examination and 
service, but also in life and shall be grateful if mistakes and deficiencies 
ore brought to my knowledge. 

18th July, 1979 


S P. OBEROI 
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INTRODUCTION 


Problem 1. What do you understand by the term ‘Book-keeping* 
What are the objects of Book-Keeping ? 

Solution. Book-keeping is an art of recording financial tnm 
actions in a set of books, in such a way as to make others understand at 
glance and with as little trouble as possible the net result of the tran 
actions entered into during a gnen period and the financial position of It 
business entity as at a particular date. 

The record of business transactions is kept in such a manner that i 
any given date the owner /s of a business is/are able to know : 

(1) The exact state of his/their relationship with the individual 
with whom he/they deal : 

(a) The amount and names of the customers from whom the bus: 
^ ness has to receive payments (DEBTORS) ; and 

(b) The amount and the names of the persons to whom the bus 
ness has to make payments (CREDITORS) 

(2) The result of the transactions— whether profitable or othci 
wise, and the amount of profit or loss for the period. The types an' 
amounts of various heads of incomes and expenses can also be ascei 
tained. 

(3) The financial position of the business : 

(a) The value and nature of the assets or properties of the busines 
(the properties, possessions and belongings). 

(b) The value and nature of liabilities (sums owing by the firm ti 
others). 

(c) The amount of owners* capital (excess of assets over liabilities) 

(4) The size and the reasons for increase or decrease in the araoun 
of capital. 

(5) Information of cash tn hand and cash at bank/s* 

(6) The value of stock of goods in hand. 

(7) Details of money invested in fixed assets. 

(&) The details and quantum of cash and credit purchases and sale 
made during the period. 

PMK.JU-1. 
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(9) Other facts and information required by the Income Tax, Sales 
Tax or other authorities, 

problem 2. Give the definition of Accounting ? How does it differ 
from Book-keeping ? 

Solution. Accounting is the art of recording, classifying and sum-]* 
marising in a significant manner and in terms of money, transactions and?] 
events which are, in part at least, of a financial character, and interpreting 
the results thereof. There is not much difference between the two terms ; 
“Book-keeping and Accountancy”. They are two different stages. The 
initial stage, i.e., the original recording of business transactions is called < 
Book-Keeping. Accounting is a generic term and Book-Keeping is a part 
of it. 

Problem 3. Explain the following terms : 

(i) Business Transactions, (if) Account, (in) Ledger, (iv) Posting, 
(v) Debtor, (v<) Creditor, (v/7) Assets, tv///) Liabilities, (ix) Capital, 
(x) Drawings, (xi) Solvent, (xii) Insolvent, (xm) Debit and Credit, 
(xiv) Double Entry System and (xv) Entry. 

Solution. (i) Business Transactions. Any exchange of money 
or money’s worth, i.e., exchange of goods and services between two per- 
sons is called a business transaction. It may relate to purchase and sale 
of goods, receipt and payment of cash and rendering of service by one 
person to another. 

When, payment for a business activity is made immediately, it is 
called cash transaction, but when the payment is postponed to a future 
date, it is called a credit transaction. 

(it) Account. An account is a summarised record and systematic 
arrangement of transactions for a period affecting one person, one kind 
or property or one class of gains or losses. 

Every account is divided into two sides — Debit side (i.e., the left- 
hand side) and Credit side (i.e., the right hand side). 

Accounts arc broadly classified into two heads : 

CO Personal Accounts. These are the accounts of natural per- 
sons, artificial persons and body of persons, and representative personal 
accounts with whom the trader deals. Examples would be : Mohan 
Ashok, Rama Bros.. Delhi Cloth Mills, Chemsford Club,' Bank of 
Barods. Outstanding Salaries, Insurance Prepaid, Capital, Drawings, etc. 

(H‘f Impersonal Accounts. These arc those accounts, which do 
not affect particular persons, but affect business in general, such as 
Machinery, Furniture, Cash, Rent, Salaries, etc. 

These impersonal accounts are further sub-divided into two 
classes : 

(a) 'Steal Accounts. These are the accounts of property or pos- 
sessions, c.c., accounts relating to tangible things such as Cash, Stock in 
hand, Kaatttnd Machinery, Investments, Buildings, etc. 

(6} Nominal Accounts. These are the accounts relating to gains, 
incomes, eape-euses <or losses, e.g., Discount, Commission, Exchange, Rent,’ 
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Salary, Conveyance, Entertainment, Advertisement, Stationery consumed, 


Brokerage, etc. 

Type* of Acconnts 

r 5 1 

Personal Impersonal 

/ * 1 

Real , Nominal 


(Hi) Ledger. This is a bound book or register containing the 
various accounts connected with business. 

(ii) Posting. Every transaction is first recorded in the Journal, 
and from it, this is transferred to the concerned account in the Ledger. 
This process of transferring the transactions from the Journal to the 
ledger is called ‘Posting*. 

(?) Debtor. One who has to pay to the firm. 

(/r) Creditor. One to whom the firm has to pay. 

(v/i) Assets. Anything of value owned by a person or business. 

(«///) Liabilities. Anything owed, a debt, the claim of an outsider 
against the business. 

(lx) Capital. The owner’s interest in his business, i.e., the value 
of assets less the value of liabilities. 

(x) Drawing*. Any amount or goods drawn by the proprietor 
of a business for personal use. 

(xi) Solvent. A person is said to be ‘Solvent* when his assets 
exceed or equal his liabilities. 

(xii) Insolvent. A person is ‘Insolvent* when his liabilities exceed 
bis assets. 

(xh7) Debit and Credit. When in an account, a record is made 
on the left-hand side, it is stated that he has debited that account; and 
when an amount is recorded on ihe nght-hand side, it is credited. The 
rules for these ore : 

•AH assets accounts increase on the debit side and decrease on the 
credit side. 

•All liability accounts increase on the credit side and decrease on 
the debit side. 

♦Capital increases on the credit side and decreases on the debit Side. 

•Incomes increase on the credit side and decrease on the debit side. 

•Increases in expenses arc debits and decreases are credits. 

( xlr ) Doable Entry System. Every business transaction has a 
t«o-fold effect, affecting two accounts in opposite directions. In a cash 
sale of goods, cash is received and goods are given; in cash purchases of 
goods, goods are received and cash is paid; in a credit rale the customer 
becomes the debtor and goods are given; similarly, in a credit purchase 
goods are received and the supplier becomes the creditor. 



1*4 


INTRODUCTION 


To have a complete record, both the aspects of each business trans- 
action are recorded— one account is debited -while the other account is 
credited with an equal amount. 

This method of recording ever}' transaction in two accounts is called 


Double Entry System. 

(xv) Entry. The record made in the books of accounts in respect 
of a transaction is called an entry. 

Problem 4. Give short note on : 


Single Entry Book-keeping ; Double Entry Book-keeping. 

{I.I.B. Part L May 1969) 


S olcttion. 

Single Entry Book-Keeping 

Single Entry is a crude form of Book-keeping under which only 
Personal Accounts and Cash Accounts are maintained, and only one 
aspect of each transaction as it affects the Personal Accounts is recotded. 
The main purpose of single entry book-keeping is to enable a trader to 
ascertain from his books how much is due to him from his debtors and 
hov.' much he owes to his creditors. 

In the absence of any Impersonal Accounts being kept, the books 
fail to disclose information for the preparation of Profit & Loss Account, 
or particulars of Assets and Liabilities for the preparation of Balance 
Sheet. 


It is 3 n unscientific and incomplete system. 

The arithmetic accuracy of the books cannot be tested, because a 
Trial Balance canrot be prepared. 

Sales and Purchases cannot be readily ascertained. 

The trader cannot ascertain as to what profit or loss he has made or 
sustained and how such profit or loss has arisen, because trading and 
profit and loss accounts cannot be prepared. 

The true financial position of the business cannot be ascertained 
because balance sheet cannot be prepared. “ r 


Double Entry Book-Keeping 

Double Entry system of Book-keeping is that system by which the 
two- fold aspects of every transaction arc recorded in appropriate accounts 
in the ledger. r 


This is a scientific and complete system. 

It facilitates preparation of Trial Balance by the use of which th- 
arithmetic accuracy of the records could be ascertained. 

. . Jhc Profit or loss during a given period can be ascertained together 
witn details. 


The financial position of the business, at any « 
ascertained by means of Balance Sheet. 

This system affords significant information for 


iven moment, can be 
purposes of control. 
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The management can obtain important information from this system 
for making decisions. 

Results of one period can be compared with previous periods. 

The firm is saved from frauds and misappropriations. 

D 


JOURNALISING 

Problem 2. What is Journal 7 Explain Journalising. 

Solution. All business transactions, as and when they occur, arc 
recorded in the Journal, which is given below j 

JOURNAL 



(I) (21 (3) 

W 

(5) 

Dale Particulars L.F. 

Debit 

Amount 

Credit 

Amount 

Year 

M.D. 

Rs. 

Rs. 


Column (1) is used for entering the date of the transaction. The 
year is written on the top, then the d3te column is divided into two 
parts—the first part (M) is used for the month and the second part (D) 
for the date. 

Column (2) is used Tor entering the names of the accounts which arc 
affected by the transaction. 

Column (3) is used for entering the page number of (he Account in 
the Ledger, to which the entry is posted 

. Column (4) is used for recording the amount to be debited along 
with the currency. 

Column (5) is used for recording the amount to be credited along 
with the currency. 

The technique of analysing transactions as to which account is to be 
debited and which account is to be credited is called Journalising. 

To learn journalising, it is very important to decide as to which class 
of accounts arc affected by that transaction. Having ascertained the 
above, the undemoted rules of debit and credit are to be followed : 

(J) Tor Personal Accounts. The account of each person or finn 
is debited with any benefit such person or firm receives and i* credited 
with any benefit such firm or person gives. The rule is : 

DEBIT THE RECEIVER, 

CREDIT THE GIVER. 

(2) For Real Account*. When any tangible thing -property , asset 
or possession— is rcoerted, the amount is debited and when sueto an asset 

is being given away, us account is credited. The rule is: — 
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JOURNALISING 


DEBIT WHAT COMES IN, 

CREDIT WHAT GOES OUT. 

(3) For Nominal Accounts. Each such account is Debited 
when an expenditure or loss is incurred, and is credited when there is any 
gain. The rule is : 

DEBIT ALL EXPENSES OR LOSSES, 

CREDIT ALL INCOMES OR GAINS. 

Notes : For recording a transaction in the Journal, it must be 
mentally analysed on the following lines : 

(a) What are the accounts involved in the transaction ? 

(b) Classify the accounts— whether Personal, Real or Nominal. 

(c) Rules of Debit and Credit applicable to that type of account, 

(i d ) Ascertain which account to be debited/credited. 

Example. X started business with cash Rs. 25,000 on 1st Jan. 

19... 

ANALYSIS 


Date 

Accounts 

Classi- 

Rules for 
Debit and 

Explanation Account 

Involved 

fication 

Credit 

Debited! Credited 

’ 19... 
Jan. 1 

Cash A/c 

X's Capi- 
tal A/c 

Real Debit what 

comes in 
Person- Credit the 
al giver 

Cash comes Cash 

in the business, A/c 
which has been 
given by the 
proprietor 

X’s 

Capital 

A/c 

JOURNAL ENTRY 

Date 


Particulars 

^ P Debit 

Amount 

Credit 

Amount 

19... 
Jan. 1 

Cash A/c 


Rs. 

Dr. 25,000 

Rs. 


To X’s capital A/c ' 25,000 

(Being Capital introduced in the 
business) 


Problem 2. Discuss the ruling, balancing and closing of a ledger 
account. 

Solution. The ledger accounts record not only the amount of 
transactions, but also their effect and direction. For recordine the debit 
entries distinctly from credit entries, a ledger account has two sides— 
Debit and Credit. 

Usually a ledger account is ruled as follows : 
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Or. NAME OF THE ACCOUNT Cr. 


Date Particulars L.F. 

Amount Date 

Particulars L.F. 

Amount 

To name of 

Credit A/c 

Rs. 

By name of 

Debit A/c 

Rs. 


An alternative ruling, which is adopted by the banks and some 
business houses is also given below' : 

NAME OF THE ACCOUNT 


Dale Particulars 


L.F. 


Debit Credit BALASCF. . , . . 
Amount Amount Dr./Cr, Amount 


Rs. Rs. Rs. 

To name of Credit A/c 

By name of Debit A/c 

The name of the account is mentioned at ihc top. 

The date of every transaction is recorded in the date column. 

Every entry on the debit side commences with the prefix * To * and on 
the credit side it commences wit h the word • By * in the particulars column 
Every debit has fl corresponding credit in the Double Entry System, there- 
fore, when one account is debited, another account is credited. Hence, 
while debiting an account, the name of the account th.it is credited is 
shown; and while crediting an account the name of the account that is 
debited is shown in the particulars column. 

In the L.F. column arc written the pace numbers of the Journal 
from where the entry is posted. 

The debit and credit amount columns are used for writing the 
amounts of the transactions. 

Separate ledger account is kept for each person, for each asset and 
liability and for each head of income or expense. 

Ledger accounts are closed periodically For this purpose, the two 
sides are totalled separately and the difference tor balance) is written od 
the shorter side; then the two sides are tora/ied and tallied . The balance 
js then entered on the opposite side of the account for the next period. 

Credit bal»nce means that the totals of credit snlc are higher and 
Debit balance means that the totals of debit side are higher. 

Balance in PERSONAL ACCOUNTS indicates whether the person 
'is a Debtor (Debit balance) or is a Creditor (Credit balance) of the 
business entity on any one date. 

Balance in REAL ACCOUNTS shows the incomings (Debits) and 
outgoings (Credits) of the se\eral assets dealt m by the trader 

Balance in NOMINAL ACCOUNTS shows the amounts of expenses 
incurred in carrying on the business (Debit) and the amounts amJLjourtes 
of income (Credit). 
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When the ledger accounts are closed, in the case of Real and 
Personal accounts, closing balances are carried forward which become 
the opening balances of the next period. The debit balances are shown as 
Assets and the credit balances are shown as Liabilities in the Balance 
Sheet. The balances of Nominal accounts are transferred to the Trading 
and Profit & Loss Account- the debit balances (expenses) are debited to 
this account and the credit balances (incomes) are credited to this account. 
The net profit (in case of credit balance) or net loss (in case of debit 
balance) from the Trading and Profit & Loss Account is transferred to 
the Capital Account, which is ultimately shown on the liabilities side of 
the Balance Sheet, it having a credit balance in the Personal Accounts. 

Problem 3. How posting is made from the Journal in the Ledger? 

Solution. From the journal, the entries are posted into the ledger 
on that side of the account on which they appear in the Journal — the 
Debit entries to the debit of the respective accounts and the credit entries 
to their credit. 


Example : 



JOURNAL ENTRY 



Date 

19 

Particulars L.F. 

Debit 

Amount 

Credit 

Amount 



Rs. 

Rs. 

Jan. I 

Cash A/c Dr. 

To N’s Capital A/c 
(Being commenced business with 
cash) 

25,000 

25,000 


LEDGER ACCOUNTS 



Dr. 

X’s CAPITAL ACCOUNT 


Cr. 

Date 

Particulars L.F. Amount Date Particulars L.F. 

Amount 


Rs. 19 

Jan. I By Cash A/c 

Rs. 

25,000 

Dr. 

CASH ACCOUNT 


Cr. 

Dale 

Particulars L.F. Amount Date Particulars L.F. 

Amount 

19... 
Jan. I 

Rs 

To X’s 25,000 

Capital A/c 


Rs. 


Problem 4. Journalize the following transactions: 

(1) Bought goods on credit from A Rs. 200. 

(2) Goods returned by B Rs. 25. 


(3) Paid carriage inwards Rs. 5. 

(4) Cheque Rs. 70, received from C in settlement of a debt of 
Rs. 75, returned dishonoured. 






«i 5 *. ->J* nw. 


t r °l? s ->s 0 

*■*•«*.. e0 ^«raffeo? 


&':'<hZ*pby':r°fn 


a 'Kdit. *■ 200 



^Z"lZ b ;^ S0M 
> <> »«> 

Jon ''" '"^-^i , ' J ' c <J.f 
(Beinl°^ is "o^ "~~-~P J 


iunp C 5 D r 

^li §??«. 

^‘“'300-n ■~~~Jprtr d) 0 ' S ‘0 U „, 


7 J 

J 




2 S 225 * 


'■ _,c m f '?"''u„, Or. 

r 'Vc -.. ^ fo, ,. 

r °w- "" 


Ji 




«J. 

JJ 


' On*. 


J 5 D 



no 
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Bad Debts A/c Dr. 

To M 

(Being the amount irrecoverable from M, 
written off as bad debt) 


Bills Receivable A/c Dr. 

To N 

(Being bill drawn on N for three months 
duly accepted by him. The due date of 
the bill is ) 


(9) 


X Dr. 

To Sales A/c 

(Being goods sold to X on credit vide our 
Invoice No of date) 


125 


125 


200 


200 


125 


125 


Problem 5. On 16th January 1968, E bought from F 10 doz. 
pairs of blankets at Rs. 25 per pair, subject to 10 per cent trade discount 
and 5 per cent discount for cash within fourteen days. On 1 8th January 
E returned 20 pairs of blankets and on 27th January sent a cheque to 
settle his account. Pass necessary Journal entries and show F’s account 
in E’s books. 

{r.I.B. Part 1, May 1968) 

Solution: - 

JOURNAL ENTRIES IN THE BOOKS OF E 


Date 


Particulars 


L.F. 


Debit 

Amount 


Credit 

Amount 


196S Rs. P. 

Jan. 16 Purchases A/c Dr. 2,7Q0‘00 

To F 

(Being goods purchased from F vide 

their Invoice No dated 

for Rs. 3 000. He was allowed 10% 

Trade discout, i.e., Rs. 300 on the 
total value) 


Jan. IS F Dr. 450-00 

To Returns Outwards A/c 

(Being part of the goods returned to 
the supplier — 20 pairs of blankets 
(<?'• Rs. 25 each pair, i.e., for Rs. 500. 

Trade Discount already allowed @ 

10% now disallowed on the returned 
goods) 


Rs. P. 
2,700-00 


450-00 


JOURNALISING 


RS. 

2,250-00 


I'll 


Jan. 27 F Dr. 

To Bank A/c 
To Discount A/c 

(Being amount remitted by cheque 
in full settlement of the account. 
The supplier allowed 5% Cash Dis- 
count as the payment has been made 
within 14 days as per the terras of 
the agreement with them) 


Rs. 

2,137-50 

112-50- 


In the Books of E : 



Dr. 

F’s ACCOUNT 

Cr. 

Date Particulars 

C.F. Amount Date Particulars 

L.F. Amount . 


1968 

Rs. P. 1968 

Rs. P . ■ 

Jan. 18 To Returns 

Jan. 16 By Purchases 

2,700-00 

Outwards A/c 

45000 


Jan. 27 To Bank A/c 

2,137-50 


To Discount A/c 

112*50 



2,7C0 00 

2,700-00 


=* — = c= 

«=. = = = 



JOURNAL ENTRIES IN 

THE BOOKS OF F 


Date 

Particulars 

r c Debit 
Amount 

Credit 

Amount 


1968 

Jan. 15 E Dr. 

To Sales A/c 

(Being credit sales made to E vide our 
Invoice No . ...of date. 10-doz. pair^ 
of blankets at R«. 25 per pair Allowed 
trade discount @ I0%.) 


Rs. P. Rs. P. 
2,700-00 

2,70000 


Jan. 18 Returns Inwards A/c Dr 450*00 

To E 450'00 

(Being 20 pairs of blankets returned 
by the purchaser. Trade discount 
already allowed to him, now dis- 
atlowed) 
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Jan. 27 Bank A/c Dr. 

Discount A/c Dr. 

ToE 

(Being the proceeds of sale made vide 

Invoice No dated received 

in full and final settlement. Cash dis- 
count allowed on the proceeds @ 5%.) 


2,137-50 

112-50 

2,250-00 


Nate. The amount of Purchases or Sales made is always arrived 
at after deducting the Trade Discount and only the net amount is con- 
sidered. No entry is made in the books of accounts. Cash discount is 
allowed on payment being made before a certain stipulated time or. 
period. The amount of cash discount is shown separately in the books' 
of accounts - Discount allowed by the supplier is an expense and discount 
earned by the purchaser is an income for him. 

C 


CASH BOOKS 


Problem 1 . What is a Cash Book ? What are the various type of 
Cash Book ? How is it balanced ? Explain the method of Posting. 

Solution. The number of transactions relating to cash are usually 
large. Further, cash can easily be stolen by dishonest employees. Thus, 
it becomes utmost necessary to maintain up-to-date cash records which 
must be supervised by a responsible person. Cash Book is used for 
keeping a daily record of the transactions relating to receipts and 
payments of cash. 


Cash Book serves a double function — one as a book of original 
entry and the other as a ledger account. If Cash Book is prepared, it is 
not necessary to open a separate Cash Account in the ledger. 

Cash Book may be of three types : 

A. Simple Cash Book, 

B- Cash Book with cash and discount columns, and 
C. Cash Book with discount, cash and bank columns. 


A. SIMPLE CASH BOOK 


It records the receipts and payments of cash. All cash received in 
the (cum of notes, coins, cheques, bank drafts, postal orders or in any 
other form arc recorded on the debit side and all cash payments are 
recorded on the credit side. 


,, „ V ; c 'f h js received, a printed receipt stating full particulars 

thereof, uated and signed by the cashier is generally issued to the person 

pavmg n and a carbon copy or counterfoil retained. This receipt number 
f D a \ . , cnt f reu » n a column provided for this purpose on the debit 
- nr° n lV 5 / dc V Simi!ar J>* for CVC D' payment, a supporting voucher may 
on th“ P CTe C dit cidc SC ™ mber iS then cntercd a S ainsl thc respective payment 
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Ruling : 

Receipts 




CASH BOOK 



Payments 

Date 

Parti' 

£ 

u; 

Amount Date 

Parti- 

§ 

t£ Amount 


culars 




culars 







Rs. 


Rs. 


Balancing : 

Cash Book must be balanced daily and the balance shown by it 
must be tallied with actual cash in box. Since total cash paid can never 
exceed the opening balance plus cash received, the Cash Book always 
shows a debit balance which is carried forward to the next period. 

Posting 

Opening balance of the Cash Book is not posted to any account. 
The other entries appearing on the debit side of the cash book are posted 
to the credit side of the respective accounts. The postings from the credit 
side of the Cash Book are to the debit of the respective accounts. The 
closing balance of cash in hand is not posted to any account, but is 
carried forward as opening balance of cash for next period. 

B. CASH BOOK WITH CASH AND DISCOUNT COLUMNS 
A concern which allows cash discount on amounts received and 
receives similar discounts on amounts paid, finds it convenient to have 
a cash book with an extra column on both sides —debit for discount 
allowed and credit for discount earned Discount column on the debit 
side represents cash discount allowed and on the credit side cash discount 
received. 


Ruling : 


Receipts 


CASH BOOK 



Payments 






Amount 

Date Parti- 

JR. L.F. 

Amount 

Parti- 

V. 

LF. 

culars 

No. 

Date 

Dis. Cash 

culars 

No. 

Dis. Cash 



Rs. Rs. 



Rs. Rs. 


Balancing : 


Cash columns arc balanced and tallied with actual cash in box. It 
always shows a debit balance. 

Discount columns are memorandum columns and are totalled only. 
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CASH BOOKS 


Jan. 27 Bank A/c Dr. 

Discount A/c Dr. 

To E 

(Being the proceeds of sale made vide 

Invoice No dated received 

in full and final settlement. Cash dis- 
count allowed on the proceeds @ 5%.) 


2,137-50 

112-50 

2,250-00 


Note. The amount of Purchases or Sales made is always arrived 
at after deducting the Trade Discount and only the net amount is con- 
sidered. No entry is made in the books of accounts. Cash discount is 
allowed on payment being made before a certain stipulated time or- 
period. The amount of cash discount is shown separately in the books 
of accounts - Discount allowed by the supplier is an expense and discount 
earned by the purchaser is an income for him. 

C 


CASH BOOKS 


Problem 1 . What is a Cash Book ? What are the various type of 
Cash Book ? How is it balanced ? Explain the method of Posting. 

Solution. The number of transactions relating to cash are usually 
large. Further, cash can easily be stolen by dishonest employees. Thus, 
it becomes utmost necessary to maintain up-to-date cash records which 
must be supervised by a responsible person. Cash Book is used for 
keeping a daily record of the transactions relating to receipts and 
payments of cash. 


Cash Book serves a double function— one as a book of original 
entry and the other as a ledger account. If Cash Book is prepared, it is 
not necessary to open a separate Cash Account in the ledger. 

Cash Book may be of three types : 

A. Simple Cash Book, 

B. Cash Book with cash and discount columns, and 

C. Cash Book with discount, cash and bank columns. 


A. SIMPLE CASH BOOK 


It records the receipts and payments of cash. All cash received in 
the lorm of notes, coins, cheques, bank drafts, postal orders or in any 
other form arc recorded on the debit side and all cash payments are 
recorded on the credit side. 


When cash is received, a printed receipt stating full particulars 
thereof, dated and signed by the cashier is generally issued to the person 
paying it and a carbon copy or counterfoil retained. This receipt number 

u'£ Cd c” ? ? oI, i mn provided for this Purpose on the debit 
JUvvij t ] side. Similarly, for every payment, a supporting voucher may 

on the P credlt <k!e ?C nUmbCr 15 then cntercd against the respective payment 
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Ruling : 

Receipts CASH BOOK Payments 


Date Parti - ^ Amount Date Parti - Amount 

citlars • culars ^ . -0 

05 Rs. ^ Rs. 


Balancing : 

Cash Book must be balanced daily and the balance shown by it 
must be tallied with actual cash in box. Since total cash paid can never 
exceed the opening balance plus cash received, the Cash Book always 
shows a debit balance which is carried forward to the next period. 
Posting 

Opening balance of the Cash Book is not posted to any account. 
The other entries appearing on the debit side of the cash book are posted 
to the credit side of the respective accounts. The postings from the credit 
side of the Cash Book are to the debit of the respective accounts. The 
closing balance of cash in hand is not posted to any account, but is 
carried forward as opening balance of cash for next period. 

B. CASH BOOK WITH CASH AND DISCOUNT COLUMNS 

A concern which allows cash discount on amounts received and 
receives similar discounts on amounts p3i'd, finds it convenient to have 
a cash book with an extra column on both sides— debit for discount 
allowed and credit for discount earned Discount column on the debit 
side represents cash discount allowed and on the credit side cash discount 
received. 


Ruling : 


Receipts 


CASH BOOK 



Payments 

."*t 

Date Parti- 
culars 

R. L.F. 
Ho. 

Amount 

Parti- 

culars 

V. 

No. 

Amouut 

LF. 

Dis. Cash 

Dis. Cash 



Rs. Rs. 



Rs. Rs. 


Balancing : 


Cash columns are balanced and tallied with actual cash in box. It 
always shows a debit balance. 

Discount columns are memorandum columns and are totalled only. 
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Costing '• 

The totals of discount columns are posted to the Discount Accoun 
in the ledger— debit totals to the debit side of the account and credit 
totals to the credit side of the account. The individual items of discountt 
.allowed (shown on the debit side) are posted to the credit of their respec- 
tive personal accounts and each item of discount received (shown m the 
credit side) is posted to the debit of the respective personal account. 

The cash columns are posted in the same way as in the Simple 
'Cash Book. 

C CASH BOOK WITH DISCOUNT, CASH AND 
BANK COLUMNS 

These days banking habit has become so widespread and is so conve- 
nient that many payments are made and received through cheques. Thus, 
when there is a Bank account and the bank transactions are entered 
through a simple cash book or a cashbook with cash and discount column 
only, every time that a payment is made by cheque (or when a cheque is 
received from a customer and is deposited into the bank), four distinct 
steps have to be taken to record the fact. Two entries are to be made 
in the Cash Book, viz. one on the receipts or debit side to record the 
■fact of the amount being received from the Bank (or from the debtors), 
and the other on the payments side to record the fact that the payment 
has been made on some account (or to the Bank). Then again both 
these entries will have to be posted. All this makes the account keeping 
highly cumbersome. 

To avoid this unnecessary labour, the cash book may be so devised 
as to have not only cash and discount columns, but also a Bank column 
-on either side. 

Ruling : 

Receipts CASH BOOK Payments 

Amount Amount 


Date Parti- R. L.F. Dis. Cash Bank Date Parti- V. L.F. Dis. Cash Bank 
ci liars No. culars No. 

R$. Rs. Rs. Rs. Rs. Rs. 


The undernoted rules arc observed while preparing such a Cash 
Book : 

(a) Cash received is entered in the cash column on the debit 

side. 

(h) Cash payaments are entered on the credit side in the cash 
column. 

(c) Payments by cheques are entered on the credit side in the 
bank column. 

W) Deposits of cheques in the bank are recorded on the debit side 
in the bank column. 
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(e) Direct deposits by customers into the bank account are debited 
in the bank column. 

(/) Dishonour of a cheque, earlier deposited into the Bank, is 
recorded in the bank column on the credit side. 

(g) Bank charges and payments made by the bank or interest 
charged by the bank are recorded in the bank column on the credit side. 

(li) Interest on deposits given by the bank, or interest, dividends, 
etc. collected by the bank are debited in the bank column. 

(/) Cash paid into the bank is recorded first on the credit side in 
the cash column as ‘By Bank’. This being a transfer of cash from the 
office into the bank, the amount is also entered on the debit side in the 
bank column as ‘To Cash’. Such an entry is known as CONTRA ENTRY 
and is denoted by writing letter ‘C’ in the ledger folio column on both the 
sides of the Cash Book to indicate that no posting is necessary. 

(j) Cash withdrawn from the Bank is recorded in the bank column 
on the credit side as ‘By Cash’ and simultaneously an entry is made in the 
cash column on the debit side as ‘To Bank'. This is also a contra entry 
and is denoted by letter ‘C’ in the L.F. column on both the sides of the 
Cash Book. 

Balancing : 

The discount columns will be totalled. 

The cash columns would always show a debit balance which would 
be carried down to the debit side in the cash column. 

Bank columns usually show a debit balance and would- show the 
trader’s cash lying with the Bank. Should a trader, however, draw out more 
money than he has lodged in the bank, the balance will then be a credit 
balance, and will mean overdraft. 

Posting : 

Each item of discount allowed will be posted to the credit of respec- 
tive personal account and total of discount column (debit side) is posted 
to the debit side of Discount Account with the words ‘To Sundry Debtors’. 
Similarly, each item of discount received will be posted to the debit of 
respective personal account and total of this side will be posted to the 
credit of Discount Account with the words ‘By Sundry Creditors’. 

Opening Balances of Cash and Bank columns are not posted. Clos- 
ing balances are carried forward to the next period. Contra entries are 
also not posted. Rest items on the debit and credit sides of Cash and 
Bank columns are posted in the credit and debit sides of the concerned 
accounts respectively. 
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j i CASH BOOKS 

Problem 3. Enter the following transactions in cash book, with 
di. b.iifc and discount columns and bring down the balances : 





Rs. 

arch 

i 

Balance at Bank . 

2,0G0 



Purchased goods by cheque 

1,000 



Drew cheque for office cash 

50 



Purchased stationery for cash 

10 

-y> 

3 

Received from C cheque 

125 



Allowed discount 

3 

rr 

o 

Received from A cheque 

140 



Allowed discount 

4 


to 

Carriage paid in cash 

3 

-*r 

12 

Received cheque from D 

175 



Allowed discount 

3 

nrr 

L2 

Paid cooly hire — cash 

8 



Drew cheque for G for rent 

180 


IS 

Paid for purchases— cheque 

2,000 



Received from C cheque 

90 



Allowed discount 

2 


20 

Paid for postage cash 

5 



Paid K by cheque 

195 



Allowed discount 

. 5 


22 

Received cheque for sales 

150 


23 

Paid for cleaning office 

5 


27 

Paid wage — cash 

50 


30 

Drew cheque for salaries 

200 



Drew cheque for office use 

300 


(/./.£. Part /, May 1969) 
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PETTY CASH BOOK 


D 


PETTY CASH BOOK 


Problem 1 . How are petty payments made and recorded in a busi- 
ness ? What purpose does an Analytical Petty Cash-Book Serve ? What 
do you understand by ‘Imprest System of Petty Cash ? 

Solution. In every business, there are many petty and insignificant 
expenses like Taxi-fare. Coolie hire. Refreshment to visitors, Tips, Small 
charitable contributions. Purchases of stamps, or emergency purchase of 
supplies, etc. In order to record these petty administrative expenses, a 
separate book called Petty Cash Book is generally maintained. 

Cheques are drawn periodically or amounts are advanced by the Chief 
Cashier from time to time to the Petty Cashier. This amount is credited 
in the Cash Book and posted to the debit of Petty Cash Account in the 
ledger. At the same time, the amount is entered on the debit side of the 
Petty Cash Book. On periodic intervals, the Petty Cashier presents a 
summary of expenses incurred by him during the stated period. A journal 
entry debiting each expense account with the total of the amount spend 
on it during the given period, and crediting the Petty Cash Account is 
then passed and posted. 

Simple Petty Cash Book 

It is written up just like the Cash Book, except that the columns for 
the date and particulars are common to both receipts and payments and 
*rc provided in the middle. The excess of debit over the credit on any 
date show the Petty Cash Balance in hand. 

Ruling : 


SIMPLE PETTY CASH BOOK 


Amount 

Received 

CB 

Fol. 

Date 

Particulars 

V. 

No. 

L.F. 

Amount 

Paid 

Rs. P. 






Rs. P. 


Analytical Petty Cash Book 


payments. Ail the amounts’ disbursed arecr^ 

life & £ 


If payments to sundry parties are also mad 
petty cash, a special column is provided in the 
cording the amounts so paid, and the entries 
posted to the ledger accounts of the parties 


e on account through the 
Petty Cash Book fbr re- 
therein are individually 


•PETTY CASH BOOK 




Ruling : 

ANALYTICAL 

Dr. PETTY CASH BOOK . . ' Cr. 








ANALYSIS OF PAYMENTS 



a 


£ 

S 


c 

‘5» 

bo 

*> 
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bS 

►4 

«•» 

Q ~ 


ki 

a 

a* 

u* 

5 a 

c 

■» 

£ 

rs 

i>3 

rs 

O 

b 

c 

c 

*5 

S 5 

C v. 

-a 

Rs. P. 




Rs.P. 

Rs.P. 

Rs.P. 

Rs.P. 

Rs.P. 

Rs.P. 


Rs P. 


Imprest System of Petty Cash 

Under the imprest system, a round sum is given to the Petty Cashier 
at the beginning of the period. This amount is fixed on making an esti- 
mate of the total payments that will have to be made from the Petty Cash 
over the choosen period, after which it would be convenient to reimburse 
the amount paid to the imprest. At the end of each such period, ihe 
Petty Cashier surrenders a statement of account and gets reimbursement 
of the amount actually spent by him. 

Problem 2. Enter the following transactions in o colomnar Tctty 
Cash Book of A & Co. The cashier, Mr. A, started with an imprest of 
Rs. 100 on 1st April, 1965 and was reimbursed the total amount expended 


at the end of the month : 

1965 

April 2 Revenue stamps Rs. 5 ‘00 

„ 5 Window cleaning „ 2‘5l) 

„ 5 Office sweeper’s salary „ 10 0 j 

„ 6 2 Boxes of clips Rc. 0*50 

„ 8 Taxi fare to despatch clerk Rs. 12 50 

„ 10 1 Gross envelopes „ 1*50 

„ 10 Embossing address on envelopes 2'00 

„ 12 1 Box staples Re. 0 35 

„ 13 Taxi fare to Manager Rs. 1*25 

„ 15 Cable charges D & Co. Delhi „ 1*75 

„ 17 Cooly charges on 4 cases of Tea „ 4 00 

18 Bottle ink Rc. 0*75 

„ 20 Paid J.P. & Co Rs. 4*50 

„ 24 Paid for Classified Advertisement in Indian 

Express „ U‘50 

„ 26 Sent registered notice to a client Rc. 0*25 

, 29 Polishing office dining tabic Rs. 1*50 

,, 30 Advertisement in Evening News of India „ 20*75 

„ >30 Railway Fare— Manager to Poona for recovery 

outstandings ,, 12*50 


{I.IM. Part I r February 1966) 
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BANK RECONCILIATION STATEMENT 


Problem I. What is a Bank Reconciliation Statement ? Explain the 
reasons on account of which the balance as shown by the Pass Book 
sometimes does not tally with the balance as shown by the Bank column 
of the Cash Book. How a Bank Reconciliation Statement is prepared ? 

Solution. Every businessman who opens a current account in the 
Bank, lie is given a Pass Book or a Statement of Account, which is a 
record of businessman’s account in the bank’s books. The credit side of 
this statement indicates the amounts deposited in the Bank and the debit 
side shows the amounts withdrawn therefrom. 

The bank balance or bank overdraft as shown by this statement 
must be same, as the balance or overdraft shown in the bank column of 
the Cash Book, or in the Bank Account in the ledger of the trader. 

It, however, very rarely happens- in practice that the balance as 
shown by the Pass Book (Credit Balance) or Overdraft shown by it (Debit 
balance) agrees with the balance (Debit) or Overdraft (Credit) as shown 
in the Cash Book. 


This difference may arise on account of the following reasons : 

x , (I ! ^ u P reseat ^ d Cheques. Cheques may have been issued in 
payment of accounts due, but they may not have been presented for 
payment up to the date on which the two balances are compared £ 
'¥ C1 >'™s " ,,ch , i,aVf: becn entered on the credit side of 

the pw! i w ' II ,he bank column and have not as yet been entered in 
mre n/- , 1 '. Hence, the Pass Book will show more balance or lesser 
n„ t i con ' ! ’ 3rc ' J Wllh the balance oi overdraft shown bv the Cash 
Book to the extent of the amount of such unpresented cheques . ' 

the Bark ? h ' q " cs - As -is the cheques are paid into 

however eiS ^ « 

Korth^tS then; ft 

>«r “th " hank Jance shotn bv the 

™ SVhe'^SolXtffcS f ZP k ^ 

m tl™ e pik m 'Book' V trr*- " r0riS c tedits, etc.) might have been’ given 
the Cash Book resulting overdr’S) ^“pTpa* 

m T" ;a 10 ““ babnce (o ‘ over tiraft) Shown by the Cash Book- 

account tUSaf Smreei.'cVmmMon DcW,S in ,hc ^stomer's 

or subscriptions, etc., p>id hv the Rani- ,nsurance premium 

instructions, oils o7 ciwqu-s dishonoured^ , hC CU5tomcr ' s fading 
debits, etc.) might have b hown in the P-s if"! 1" 0Vcrdrafl , wrong 
mg credit entry may haw been made 
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in lesser balance (or more overdraft) as shown by the Pass Book as 
compared with the balance (or overdraft) shown by the traders’ books of 
accounts. 

Hence, if any entry is only in the Pass Book, or only in the Cash 
Book, such transactions will affect the agreement of the balances shown 
by these books. To arrive at the balance of one book, from the other, 
a statement is prepared showing the reasons causing disagreement between 
the two. The statement is - known as Bank Reconciliation Statement. 
Preparation of a Bank Reconciliation Statement 

A Bank Reconciliation Statement is drawn on the following lines : 

(a) Entries appearing in the Bank Column of the Cash Book are 
compared with the entries on the opposite side ot the Bank’s Pass Book. 

( b ) The unticked entries in the Pass Book/Cash Book for the same 
periods, indicate the reasons for the disagreement. 

(c) If the balance as per Pass Book is taken as the starting point, 
uncreditcd cheques and excess debits in the pass book arc added to this 
balance ; and unpresented cheques and excess credits in the Pass Book 
arc deducted from the given balance 10 arrne at the balance as shown by 
Cash Book. 

(i d ) If the balance as per Cash Book is given, unpresented cheques 
and excess credits in the Pass Book arc added to this balance ,* and 
uncrcdited cheques and excess debits in the Pass Book are deducted. 
The resultant figure will be the balance as shown by the Pass Book. 

(e) If the overdraft as shown by the Pass Book i> taken as the start- 
ing point, unpresented cheques and execs-, credit in the Pass Book are 
added to the overdraft ; and uncreditcd cheques and excess debits in the 
Pass Book arc deducted from the giver, overdraft to jrrivc at the figure 
of overdraft shown by the Cash Book 

(f ) If the overdraft as per Cash Book is taken, uncleared cheques 
and excess debits in the Tass Book will be added 10 the given figure of 
overdraft ; and uncredited cheques and excess credits given in the Pass 
Book are deducted. This will be the amount of overdraft as shown by 
the Pass Book. 

Problem 2. From the following particulars prepare a Bank 
Reconciliation Statement as at 3lst Dcccmb-,. 1961 

Balance as per Pass Book— Rs 6,J4r 

Cheques issued but not presented 
R & Co. ** Rs. 4sy 
S & Sons Rs. 596 

B. Bros. Rs. 958. 

Cheques deposited but not cleared until after c.ose of the >ear : 

J & Co. Rs x 506 

H Bros. Rs. 913. 

The banket had vvronglv debited the account with Rs. 225, ^bich 
error was rectified by them on 4th January. 1961. 

(/ I.B. Part I, November 1966) 



T28- 


BANK RECONCILIATION STATEMENT 


Solution : 

BANK RECONCILIATION STATEMENT 
As on 31st December, I960 


Particulars 

Plus 

Amount 

(Balance) 

Minus 

Amount 

(Overdraft) 

~ 

Rs. 

Rs. 

Balance as per Pass Book 

Less : Cheques issued but not yet presented : 

6,246 


R & Co. Rs. 459 

S & Sons Rs. 596 

B. Bros. Rs. 958 


2,013 

Add : Cheques deposited but not yet cleared : 



J & Co. Rs. 506 

H. Bros. Rs. 913 

1,419 


Add : Amount wrongly debited by the 

Bank in the Pass Book 

225 


BALANCE AS PER CASH BOOK 
(Balancing Figure) 


5,877 

Total 

Rs. 7,890 

7.890 


Problem 3. From the following particulars, prepare a Bank 
Reconciliation Statement as at 31st December, 1967. The Bank Pass 
Book showed a credit balance of Rs. 9,436 on that date. 

(1) Out of the total cheques amounting to Rs. 1,536 issued during 
the month cheques of Rs. 496 were presented for payments in January 
1968. One cheque of Rs. 50 issued to an upcountry party was lost in 
transit. 

(2) The Bank had, in accordance with the standing instructions 
ct( the account holder, paid Life Insurance Premium of Rs. 427, for which 
no entry was made in his books. 

(3) One of his customers directly deposited in the Bank Rs. 1,000 
for which no entry is recorded in his books. 

(4) A cheque for Rs. 579 was deposited in the bank on J5th 
December 1967 and the same was collected by the bank in due course, 
but the same was not recorded in the Cash Book. 

(5) . The Cash Book (bank column) did not show the bank charges 
debited by the Bank amounting to Rs. 12. 

</././?. Part /, October 1968) 



1978 Rs. 1978 Rs. 

April A P nl 

1 To Balance b/d 12,500 1 By Salaries A/c 183 4,000- 

4 To Sales A/c 8,000 6 By Purchases A/c 184 3,200 

8 To Parimal A/c 1,500 11 By Machinery A/c 185 6,000 

13 To Mahim A/c 3,400 11 By Om Prakash 186 1,000 

Total c/fd 25,400 


Total c/fd 


14.200 
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Date 

Particulars 

Amount 

Date 

Particulars Ch 

. No. 

Amount 

197S 

. Total b/l'd 

Rs. 

25,400 

1978 

Total b/fd 


Rs. 

14,200 

April 

IS 

To Kamal A/c 

4,600 

April 

19 

By Drawings A/c 

187 

800 

21 

To Furniture A/c 

1,200* 

23 

By Kisliore A/c 

188 

2,000 

25 

To Sales A/c 

3,800 

27 

By Suresh A/c 

189 

1,000 

30 

To Firoz A/c 

3,000 

30 

By Printing A/c 

190 

500 


Total Rs. 

38,000 

30 

By Balance c/d 

Total 

Rs. 

19,500 

38,000 


BANK PASS BOOK 


Date Particulars Deposit Withdrawal Balance 


1978 


Rs. 

Rs. 

Rs. 

April 





1 

Balance 



12,500 

•> 

Cheque I S3 


4,000 

8,500 

6 

Cheque 

8,000 


16,500 

6 

Cheque 184 


3,200 

13,300 

10 

Cheque 

1.500 


14,800 

36 

Cheque 

3.400 


18,200 

17 

Cheque IS7 


800 

17,400 

20 

Cheque 

4,600 


22,000 

24 

Cheque 

3,800 


25,800 

28 

Cheque IS5 


6.000 

19,800 

28 

Cheque 1S9 


1.000 

18,800 

30 

30 

Interest 

Deposit 

100 


18,900 

30 

(K. Sen) 

3,000 


21,900 

Citas ces 


10 

21,890 

Veu a 
30th April, 

arc required to pre 
1978. 

Tare a Bank Recon 

ciliatkm 

Statement as on 


{I.l.B. Part I, August 197S) 
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Solution ; 

BANK RECONCILIATION STATEMENT OF NIRANJAN 
As on 30th April, 1978 


Particulars 

Plus 
Amount 
( Balance ) 

Minus 

Amount 

(Overdraft) 


Rs. ' 

Rs. 

Balance as per Cash Book 

19,530 


Less : Cheques deposited but not yet cleared : 



Dated 21st for selling furniture 


1.200 

Dated 25th for sales 


3,800 

Dated 30th received from Firoz 


3,000 

Add : Cheques issued but not yet presented for 



payment : 



Dated I5th Ch. No. 186 

1,000 


Dated 23rd Ch. No. 188 

2,000 


Dated 30th Ch. No. 190 

500 


Add : Direct Deposit in the account on 24th 

3,800 


Add : Interest on Deposits credited by the Bank 



on 30th 

100 


Add : Direct Deposit in the account by K. Sen 



on 30th 

3,000 


Less : Bank Charges as on 30th 


10 

BALANCE AS PER. PASS BOOK. 



( Balancing figure) 


21,890 

TOTAL Rs. 

29,900 

29,900 


== = == ■= 

= == = = 


Problem 5. On 3 1st December, 1964 the Bank Balance as per 
Cash Book of A Ltd. stood at Rs. 2,160. On scrutinising Bank Current 
A/c No. 1 with the Bank Pass Book, the Cashier noticed the following : 


(1) A cheque of Rs. 80 drawn on No. 2 A/c had been wrongly 
debited to No. I A/c by the Bank. 

(2) . A cheque for Rs. 100 paid in No. 2 A/c had been wrongly 
credited to No. 1 A/c. 

(3) A cheque for Rs. 60 paid in No. I A/c stands wrongly credited 
to No. 2 A/c. 

(4) A dishonoured cheque for Rs. 40 relating to Nr—4 A/c. the 
entry in respect of which had been passed through the <? V\Wtood , 
wrongly charged to No. 2 A/c. 


1-32 


BANK RECONCILIATION STATEMENT 


(5) Cheques for Rs. 240 paid in on 29th December stood credited 
in the Pass Book on 3rd January. 

(6) Out of cheques amounting in all to Rs. 550 drawn and issued 
«n 28th December, only cheques worth Rs. 220 had been cashed before 
31st December. 

(7) Bank charges amounting to Rs. 6 and bank interest Rs. 25 
appearing in the Pass Book are not yet recorded in the Cash Book. 

You are required to prepare a Bank Reconciliation Statement as at 
31st December, 1964. 

(I.l.B. Pari 1. Feburary 1966 ) 


Solution : 


BANK RECONCILIATION STATEMENT 
of Current Account No. 1 of A. Ltd. 
as on 31st December, 1964 


Particulars 


Plus Minus 

Amount Amount 

( Balance ) ( Overdraft ) 


Balance as per Cash Book 

Less : (1) Amount wrongly debited by the Bank 

Add : (2) Amount wrongly credited by the Bank 

Less : (3) Cheque deposited but not credited in 
the account 

Add : (4) Cheque dishonoured, not debited in the 
bank account 

Less : (5) Cheques deposited but not yet cleared 

Add : (6) Cheques issued but not yet presented 
for payment 

Less: (7) Bank charges 

Add : (7) Interest credited by the Bank 

BALANCE AS PER PASS BOOK 
( Balancing figure) 


Rs. 

2,160 

100 


40 


330 


25 


R>. 2,655 


Rs. 

80 

60 

240 

-6 

2,269 

2,655 


TOTAL 


BANK RECONCILIATION STATEMENT 


1-35 


Problem 6. From the following extracts from the Cash Book and 
the Pass Book for the month of January, 1978, prepare the Bank Reconci- 
liation Statement as on 31st January, 1978 : 

CASH BOOK 

Dr. Cr. 


Date 

Particulars 

Amount 

Date Particulars 

Amount 

1978 


Rs. 

1978 

Rs. 

Jan. 1 

To Balance b/d 

4,510 

Jan. 2 By Gidwani 


„ 3 

To Cash 

300' 

& Co. 

1,230 

„ 10 

To G. Basu & Co. 

. 1,000 

,, 6 By Wages 

3,000. 

„ 15 

To T. Mohan 


„ 14 By G. Basu & Co. 

1,000 


& Co. 

2,300' 

1 Cheque dishonoured) 

„ 17 

To Cash 

600' 

,, 15 By V. Kumar 


„ 20 

To M. Mohan 


& Co. 

300 


& Bros. 

1,550 

,, 18 By S. Sharda 


„ 24 

To T.P. Bhalla 


& Sons 

470 


& Co. 

740 

„ 24 By Cash 

400' 

„ 31 

To S. Leader 


„ 28 By Ramesh & Co. 

780 


& Sons 

2,130 

,, 31 By B. Bansal 





& Bros. 

340 




„ 31 By Balance c/d 

5,610 



13,130 


13,130 


PASS BOOK 

Date Particulars Withdraw Is Deposits Balance 


197S 


Rs. 

Rs". 


Rs. 

Jan. 1 

By Balance 



Cr. 

4,510 

„ 3 

By Cash 


300 

Cr. 

4,810 

„ 6 

To Selves— Cash 

3,000 


Cr. 

1,810 

„ 10 

To S. Gidwani & Co. 

1,230 


Cr. 

580 

„ 16 

By T. Mohan & Co. 


2,300 

Cr. 

2,880 

„ 17 

By Cash 


600 

Cr. 

3,480 

20 

To S. Sharda &. Sons. 

470 


Cr. 

3,010 

„ 24 

To Cash 

400 


Cr. 

2,610 

„ 31 

To Bank charges 

10 


Cr. 

2,600 


To Life Insurance Premium 250 


Cr. 

2,350 


(or per instructions) 






By Interest on Government 





securities 


300 

Cr. 

2,650 


(I.I.B. Part 1 , April 1980) 
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3. The Bank has, as per standing instruction paid insurance pre- 
mium for Rs. 300 on 2Sth December 1980 and bank intimation was 
received on 5th January 1981. 

4. The Bank has received from clients Rs. 3,500 being the collec- 
tion on account on 26th December 1980, but credit intimation was 
received on 10th January 19S1 only. 

5. Bank charged Rs. 50 towards Ledger Folio charges on 30th 
December 1980. 

6. The Bank had credited our account with Rs. 10,000 on 28th 

December 1980 wrongly due to some other clients and reversed it on 28th 
January’ 1981. (/./J?. Part 1, May 1981 ) 

Solution : BANK RECONCILIATION STATEMENT 

as on 31st December, 1980 


Plus Minus 

Particulars Amount Amount 

( Balance ) (Overdraft) 

Rs- rI * 

Balance as per Cash Book 5,000 

Add : (!) Cheques issued but not yet presented 
for payment : 

(a) Cheque in favour of Ram 

dated 29.I2.19S0 Rs. 300 

(b) Cheque in favour of Rahim 

dated 31.12,1980 Rs. 750 1,050 

Less: (2) Cheques deposited into Bank, 
but not yet cleared and credited 
into the account : 

( 3 ) From Mr. John Rs. 1,000 


(b) From Mr. Singh Rs. 

750 

1,750 

Less : (3) Insurance Premium paid by 
the Bank, as per standing 
instructions 


300 

Add : (4) Direct collections by the Bank 
from clients on 26.12.1980 

3,500 


Less : (5) Bank charges as on 30.12.1980 


50 

Add : (6) Wrong credit given by the Bank 
in the account on 28. 12.1980 

10,000 


balance as per pass book 

(Balancing figure) 


17,450 


19,550 

19,550 




BANK RECONCILIATION STATEMENT 

Problem 8. The Pass Book of Messers. Big & Small, Zkaveri 
Bazar, Bombay in acc.ount with State Bank of India, Bombay. 


Particulars Withdrawls Deposits Dr. Balance 

or Cr. 


1982 


Rs. 

Rs. 


Rs. 

January 2 

By Cash 

4,000 

Cr. 

4,000 

January 4 

To Furniture Dealers Ltd. 

600 


Cr. 

3,400 

January 4 

To Dass & Co. 

1,250 


Cr. 

2,150 

January 10 

By J. Johnson & Co’s cheque 


350 

Cr. 

2,500 

January 12 

To Roy & James 

1,000 


Cr. 

1,500 

January 15 

By B. Babu & Co’s cheque 


760 

Cr. 

2,260 

January 16 

By Cash 


300 

Cr. 

2,560 

January 20 

To Cash 

500 


Cr. 

2,060 

January 26 

By J. Roy & Bros, cheque 


430 

Cr. 

_2,490 

January 31 

To Premium paid as per standing 





instructions 

250 


Cr, 

2,240 


To Bank charges 

10 


Cr. 

2,230 


By interest collected on 






Government Securities 


200 

Cr. 

2,430 


CASH BOOK (Bank Columns only) 


i.iatc 

Particulars Amount 

Dale 

Particulars 

Amount 


19S2 



Rs. 

1982 


Rs. 

January 

2 

To Cash 

4,000 

January 2 

By Furniture 


January 

8 

To J. Johnson 



Dealers Ltd. 

600 



& Co. 

350 

January 2 

By Roy 


January 10 

To B. Babu & Co. 760 


& James 

1,000 

January 

36 

To Cash 

300 

January 4 

By Dass & Co. 

1,250 

January 

20 

To J. Rai & Bros 

. 430 

January 17 

By 1C. Nagpal 







& Co. 

730 

January 

22 

To M. Mohan 


January 20 

By Cash 

500 



& Co. 

1,050 

January 25 

By B. Babu 


January 

31 

To N. Nandy 

340 


& Co. 

780 



& Sons 


January 31 

By Balance c/d 

2,370 




7,230 



7,230 

February 

• 1 

To Balance b/d 

2,370 





From the above, prepare a 
January, 1982. 


Ban?. Reconciliation Statement as at 31st 


(U.B. Part r, May 1982) 
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Solution: 


BANK RECONCILIATION STATEMENT 
OF M/s BIG & SMALL, 

Zhavcri Bazar, Bombay 
With Stale Bank of India, Bombay 


as on 31st January, 1982 


Particulars 

Plus 

Amount 

(Balance) 

Minus 
Amount 
( Overdraft ) 


Rs. 

Rs. 

Balance as per Cash Book 

2,370 


Less : Cheques deposited but not yet 
credited : 



Deposited on 22.1.82 of 



M. Mohan & Co. 


1,050 

Deposited on 31.1.82 of 

N. Nandy & Sons 


340 

Add : Cheques issued but not yet 
presented for payment : 

Issued on 17.1.82 to K. Nagpal 
& Co. 

730 


Issued on 25.1.82 to B. Babu 
& Co. 

780 


Less : Premium paid by Bank on 
31.1.82 as per standing instruc- 
tions 


050 

Less : Bank charges as on 3 Li. 82 


JO 

Add ; Interest collected by Bank on 

Govt Securities. 

200 


BALANCE AS PER PASS BOOK 


2,430 

(Balancing figure) 

4,080 

4,080 





Problem 9 From the following entries in the bank column of the 
Cash Book of Mr. K. Katrak and the corresponding Bank Pass Book, 
prepare Reconciliation Statement as on 3ht March, 1979 : 





BANK RECONCILIATION STATEMENT 


CASH BOOK (Bank Column only) 

I arc Amount Date Particulars 


Date Particulars 

Amount 

Date 

1979 

Rs. 

1979 

March 1 To Balance 

3,400 

March 7 

„ 10 „ Madan & Sons 

500 

„ 8 

„ 13 „ Jerbai 

4,000 

„ 15 

„ 18 „ Cawasji & Co. 

1,200 

„ 28 

„ 28 „ Dinshaw & Co. 

2.200 

„ 29 

„ 29 „ Dhanbura Co. 

5,700 

» 30 

„ 31 „ Antony 

3,425 

» 31 



„ 31 


Amount 

RsT" 
1,500 

Salary 2,200 

Ardesar & Co. 3,000 

Merwan Bros. 1,550 

Raj & Sons 800 

Macmillon Radios 400 
Chandu, H 1,600 

Balance 9,375 


20,425 20,426 



BANK PASS BOOK 

(Mr. Katrak in Account with Central Bank) 


Date 

Particulars 

Amount 

Date Particulars 

Amount 

1979 


Rs. 

1979 

Rs. 

April 1 To Balance 


April 2 By Dividends 

500 


(overdraft) 

750 

„ 2 „ Dinshaw & Co. 

2,200 

■» 2 

„ Raj & Sons 

800 

„ 3 „ Hosang 

200 

„ 4 

„ Macmillon Radios 400 

„ 3 „ Dhanbura Co. 

5,700 

„ 8 

„ Salary 

2,300 

„ 5 „ Antony 

3,425 

„io 

„ Drawings 

500 

„ 10 „ Romy 

170 

„ 10 

„ Antony (cheque 
dishonoured) 

3,525 



Solution : (I.I.B. Part /, November 1979) 

BANK RECONCILIATION STATEMENT OF MR. KATRAK 
as on 31st March, 1979 


Particulars 


Plus Amount Minus Amount 
( Balance ) ( Overdraft ) 


Rs. 

Balance as per Cash Book 9,375 

Add : Cheques issued but not yet presented 
for payment : 

Raj & Sons dated 29th March S00 

Macmillon Radios dated 30th March 400 
Less : Cheques deposited into the Bank, but 
not yet credited into the account : 

Dinshaw & Co. on 28th March 
Dhanbura Co. on 29th March 
Antony on 31st March 

Overdraft as per Pass Book 750 


Rs. 


2,200 

5,700 

3,425 





Problem 10. From the following entries in the bank coiama of the Cas5r^*'k «f Mr. A and correspond* 
ias bank pass book, prepare a Bank Reconciliation Statement as on 31st March, 1972 : ' 

CASH BOOK (Bank Column) “ - 
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Solution ; 

BANK RECONCILIATION STATEMENT OF MR. A 
as on 31st March, 1972 


! Particulars 

Plus 

Amount 

(Balance) 

Minus 

Amount 

(Overdraft) 

/ 

Rs 

Rs. 

Balance as per Cash Book 

9,375 


Mdd : Cheques issued but not yet presented 
f ' for payment ; 

Cheque No. 530 dated 29tb 

800 


Cheque No. 531 dated 30th 

400 


Cheque No. 532 dated 31st 

1,600 


boss : Cheques deposited into the Bank, but 
not yet credited into the account : 

Cheque received on 20th from A. Boraan 


2,200 

Cheque received on 29th from D. Bose 


5,700 

Cheque received on 31st from A. Jeewan 


3,425 

Cheque received on 18th from C. Lai 


1,200 

OVERDRAFT AS PER PASS BOOK 

350 






12,525 

12,525 


== = == 

===== 


Problem 11. On 31st March 1976, there was a balance ofRs. 
1,900 in the Bank Account of Mr. Banke as per his Cash Book (Bank 
Column). It was subsequently discovered that— 

(a) The receipt side of the Bank Column of the Cash Book had 
been overcast by Rs. 2,000. 

fb) Cheques amounting to Rs. 7,520 were deposited and entered 
In books but not cleared. 

(e) Cheques issued amounting to Rs. 10,460 have not been 
presented. 

(d) Discount allowed Rs. 220 has been entered in the bank column 
Instead of the discount column. 

(e) A credit note of Rs. 580 received jn March 1976 has not been 
entered in the books. 

You are required to prepare the Bank Reconciliation Statement, so 
*s to show the bank balance as per bank statement. 

(U.B. Part 1, May 1976) 
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Solution : 


BANK RECONCILATJON STATEMENT 
As on 30th June, 1967 



Particulars 

Minus 

Amount 

(Balance) 

Plus 

Amount 

(Overdraft) 



Rs. 

Rs. 


Overdraft as per Pass Book 


7,500 

Less ' 

Cheques deposited into the Bank but 
not yet credited into the acoount 

250 


Less : 

Cheque entered in Cash Book but 
omitted to be sent to Bank 

60 


Add : 

Cheques issued but not yet presented 
for payment 


500- 

Less : 

Interest on overdraft charged by the 
Bank 

75 


Add : 

Amount directly deposited by a 
customer in the Bank, not entered 
in the Cash Book 


300 


OVERDRAFT AS PER CASH BOOK 

( Balancing figure) 7,915 




8,300 

8,300 


problem 13- On 31st December 1970, my pass Book No. 1 
showed an overdraft of Rs. 9,500. Out of cheques of Rs. 4,500 paid in 
on 28th December, Rs. 2,000 appear to ha\ebeen credited on 3rd January, 
1971. 

Out of cheques amounting to Rs. 8,000 issued during the month 
Of December, cheques worth Rs. 4,500 appear to have been presented 
before 31st December, 1970. Inadvertantly, the Bank has credited % 
sum or Rs 1 000 to my account which belonged to some other account. 
Interest on oterdraft debited by Bank was Rs 500. This was sub- 
sequently entered by me in the book. My bank account showed a credit 
for Rs. 600 for interest on securities collected by it. 

Prepare a Reconciliation Statement as on 31st December, 1970. 

(M B. Part I. Mar 197 lY 
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BANK RECONCILIATION STATEMENT 


Solution : 

BANK RECONCILIATION STATEMENT 
as on 31st December, 1970 


Minus Pitts 

Particulars Amount Amount 

( Balance ) ( Oxer craft ) 

Rs. Rs. 

Overdraft as per Pass Book 9,500 

Less : Cheques deposited into the bank but 

not yet credited ' 2,000 

Add : Cheques issued but not yet presented 

for payament in the bank 3,500 

Add : Amount wrongly credited by the 

Bank in the account 1,000 

Add : Interest on securities collected by the 

Bank 600 

Less : Interest on overdraft charged by the 

bank 500 

BANK OVERDRAFT AS PER CASH BOOK 

(Balancing figure) 12,100 


14,600 14,600 



*• ^ - ■ — 

Problem 14. From the following particulars, prepare a Bank Re- 
conciliation Statement : 

Balance as per Pass Book 31st December, 1973 overdrawn 
Rs 10.260. Cheques drawn on 3 1st December, but not cleared till 
January, 1974 Rs. 120, Rs. 1,025, Rs. 980 and Rs. 1,120. 

Interest on overdraft debited by Bank Rs. 526 not entered in 
Cash Book. 

Sum received on 30th December, 1973 but not lodacd in Bank 
till 3rd January. 1973 Rs. 2,500. 

Bank charges Rs. 10 entered in the C3$h Book twice in error and 
an other item of Bank charges of Rs. 15 omitted to be entered in the 
€a<h Book. 


Bill receivable for Rs. 500 due on 29th December 1973 was passed 
Kun. tor collection on 28th December. 1973 and was entered in 
the Cash Book forthwith, whereas the proceeds were not credited in the 
ban.; Pass boo.*, tilt January. 1974. 

A wrong debit of Rs. 1,500 was given in the bank pass book which 
was reversed by the Bank m January 1974. f n 


BANK RECONCILIATION STATEMENT 
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Under standing instructions Bank had paid Rs. 150 as subscrip- 
tion to a local society, which was left off to be entered in the Cash Book. 

(/./ B. Part I, May 1974) 

Solution : 

BANK RECONCILIATION STATEMENT 
as on 31st December, 1973 




Minus 

Plus 


Particulars 

Amount 

Amount 



(Balance) 

(Overdraft) 



Rs. 

Rs. 


Overdraft as per Bank Pass Book 


10,260 

Add : 

Cheques drawn but not yet presented 
for payment ; 




0) 


120 


(2) 


1,025 


(3) 


980 


(4) 


1,120 

Less : 

Interest on overdraft charged by the 
Bank not entered in the Cash Book 

526 


Less : 

Amount received and entered in the 




Cash Book but not yet deposited m 
the Bank 

2.5CO 


Add- : . 

. Dank charges entered twice in the 
Cash Book 


10 

Less : 

Bank charges not yet recorded in 
the Cash Book 

15 


Less : 

Bill Receivable sent for collection to 
the bank and entered in the Cash 
Book, but the proceeds not yet 
credited in the Pass Book 

500 


Less : 

Amount wrongly debited by the 
bink in the Pass Book 

1,500 


Less : 

Subscriptions paid by the bank 




understanding instructions but the 
amount not entered in the Cash 
Book 

J50 


BANK 

OVERDRAFT AS PER CASH BOOK 




(Balancing figure) 

8,324 

13,515 

13.515 



= = *= 

""" 
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BANK RECONCILIATION STATEMENT 


Problem 15. From the following particulars taken on 31st Decem- 
ber, 1974 from the books of Advani &. Co., prepare a Bank Reconciliation 
Statement to reconcile bank balance shown in the cash book with that 
shown in the pass book : 

(1) The Bank Pass Book shows an amount of Rs. 10 036 due to 
the bank from Advani & Co. 


(2) Three cheques of Rs. 135, Rs. 989 and Rs. 2,735 drawn in 

favour of creditors and handed over to them on 29th December 1974 
were cleared only after 5th January, 1975. ' 

(3) Two cheques of Rs. 6.534 and of Rs. 2,080 were deposited in the 
bank on 29th December 1974. but were cleared on 7th January, 1975. 

(4) Interest charged by the Bank to the extent ofRs 87 was 
not entered in the. cash book. 


(5) In accordance with the standing instruction of the client, the 
Bank had paid Rs. 250 subscription for a club and Rs 1 527 Life 
Insurance Premium for which no entries are found in the cashbook. 

(6) The Bank had collected dividend of Rs. 900 on behalf of the 

client on the shares of M/s Hindustan Silk Mills Ltd., for which no entrv 
was made in the cash book. * 

(7) One cheque of Rs. 2,634 deposited in the bank on 15th 

S and dl " S ' aCC0UnlCd f ° r in thc pass b00k ™ ”01 entered 


Solution: 


{I.I.B. Part /, November 1975 ) 


BANK RECONCILIATION STATEMENT OF ADVANI & CO 
as on 31st December, 1974 


Add : 


Less 


Sjks : 


Particulars 


Bank Overdraft as per Pass Book 

Cheques issued but not yet presented 
for payment in thc bank : 

0 ) 

(2) 

(3) 

Cheques deposited into thc bank, but 
not yet credited into the account * 

<0 

(2) 

Inteiest on overdraft churned bv 
thc bank but not yet entered* iu the 
cash book 


Minus 

Amount 

(Balance) 

Rs. 


6,534 

2,080 


S7 


Plus 

Amount 

(Overdraft) 

~Rs! 

10,036 


135 

989 

2,735 


8,701 


Totals e/fd 


13,895 


BANK RECONCILIATION STATEMENT 


1-47 


Rs. 

Totals b/fd - 8,701 

Less : Payments made by the bank as per 
the standing instructions, but not 
entered in the cash book : 

Subscriptions for a club 250 

Life Insurance Premium 1,527 

Add x Dividend on the Shares of M/s 
Hindustan Silk Mills Ltd,, collected 
by the bank, but not recorded in 
the cash book. 

Add : Cheque deposited into the bank and 
credited into the account, but not 
entered in the cash book. 

BANK OVERDRAFT AS PER CASH BOOK 

(Balancing figure) 6,951 


0 - 1 ^ 


17,429 


Rs. 

13,895 


900 

2,634 


17,429 


Problem 16. Fom the following particulars, prepare a Bank Re- 
conciliation Statement of Alpha Electric Motors Private Ltd. as on 30th 
September 1976 : 

(o) Overdraft on 30th September 1976 as per bank pass book 
Rs. 10,000. 

( b ) Cheque deposited in the bank but not recorded in cash book 
Rs. 100. 

(c) Cheque received and recorded in the bank column but not 
sent to bank for collection Rs. 1,000. 

(rf) Several cheques were drawn in the last week of September, 
totalling Rs. 15,000. Of these, cheques totalling only Rs. 9,000 were 
cashed before 30th September. 

(e) Similarly, several cheques, totalling Rs. 9,000 were sent for 
collection. Of these, cheques of the value of Rs 1,500 were credited 
on 5th October and Rs. 2,000 on 7th October, the balance being credited 
before 30th September. 

(/) On Utb September 1976, the credit side of the bank cofum* 
of the cash book was cast Rs. 1 ,000 short and the credit balance of R*. 
2,600 on 15(h September 1976 was brought forward on 26th September 
1976 as debit balance of Rs. 2,600. 

(g) Fees Rs. 250 were paid directly by the bank but was not 
recorded in the Cash Book. 
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BANK RECONCILIATION STATEMENT 


(/A In the Cash Book, a bank charge of Rs. 30 was recorded 
twice while another bank charge of Rs. 50 was not recorded at all. 

(?) Interest of Rs. 1,400 was charged by the bank but was not 
recorded in the Cash Book. y j B Pa „ 0aober , 976 ) 

Solution; 

BANK RECONCILIATION STATEMENT OF 
ALPHA ELECTRIC MOTORS PVT. LTD. 
as on 30th September, 1976 


Minus Plus 

Particulars Amount Amount 

( Balance ) ( Overdraft ) 





Rs. 

Rs. 


(a) 

Overdraft as per Pass Book 


10,000 

Add : 

(b) 

Cheque deposited into the Bank but 
not recorded in the Cash Book 


100 

Less : 

(c) 

Cheques received and recorded in 
the Cash Book, but not yet deposited 
in the Bank 

1,000 


Add : 

W) 

Cheques issued but not yet presented 
for payment 


6,000 

Less ; 

(«) 

Cheques deposited into the Bank, but 
not yet credited in the account : 

0) 

(2) 

1,500 

2,000 


Less : 

(/> 

Credit side of the Cash Book cast short 
on nth September 

J ,000 


Less : 

(/) 

Credit balance of Cash Book on 15th 
for Rs. 2,600, brought forward on 
16th as debit balance of Rs. 2,6C0 

5,200 


Less : 

(ft) 

Fees directly paid by the bank not 
recorded in the Cash Book 

250 


Add : 

(b) 

Bank charges recorded twice in the 
Cash Book 


30 

Less . 

00 

Bank charges not recorded in the 
Cash Book 

50 


Less : (0 Interest on overdraft charged b> the 
bank, but not recorded in the Cash 
Book 

BANK OVERDR APT AS PER CASH BOOK 
(I-ahncing figure) 

1,400 

3,730 
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Problem 17. The following is the summary from the cash book 
(bank columns only) of M/s BRS Ltd. for the month of October, 1977 : 



Rs. 


Rs. 

To Balance b/d 

14,070 

By Payments 

1,55,200 

To Receipts 

1,50,730 

By Balance c/d 

9,600 


1,64,800 


1,64,800 


On tcrutiny of the bank statements you find that : 

(a) The bank statement shows an overdrawn balance of Rs. 1,240. 

( b ) Bank charges of Rs. 350 shown on the bank statement have not 
been entered in the cash book. 

(c) A cheque drawn for Rs. 470 has been entered as a receipt. 

(d) A cheque for Rs. 180 has been returned by the bank, but not 
written back in the cash book. 

(e) The opening balance should have been carried down as 
Rs. 14,700. 

(/) Three cheques paid to suppliers for Rs. 2,140, Rs. 3,700 and 
Rs. 300 have not yet been presented to the bank. 

(g) The last pay-in-shp of the month showing a deposit of 
Rs. 15,420 has not yet been credited by the bank. 

(A) The bank has debited a cheque for Rs. 720 by mistake to tha 
company’s account. 

You are required to : 

(i) Re-write the cash book for the month of October, 1977 ; and 

(i7) Prepare a statement reconciling the adjusted balance in the 
Cash Book with the balance as per tbe bank statement. 

(l.I.B. Pert I, November 1977 > 
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{//) BANK RECONCILIATION STATEMENT OF M/s. BRS LTD. 
as on 31st October, 1977 


Particulars 


Minus Plus 
Amount Amount 

( Balance ) ( Overdraft ) 


Rs, 

(a) Bank Overdraft as per Pass Book 
Less : ( b ) Bank charges not recorded in the 

Cash Book 350 

Less : (d) Cheque dishonoured but not recorded 

in the Cash Book 1 SO 

Add ; (/) Cheques issued but not presented for 
payment in the bank : 

U) 

< 2 ) 

(3) 

Less : (g) Amount deposited into the bank, but 

not yet credited in the account 15,420 

Less : (/i) Wrong debit given by the bank m the 

bank account 720 

BALANCE AS PER CASH BOOK 


Rs. 


1,2 iO 


2,140 

3,700 

300 


9,290 


16,670 


16,670 


Problem 18. From the following particulars, ascertain the bank 
balance as would appear in the Pass Book of Shri Hiraat as at 31st March 
1969 : 

(!) The Bank overdraft as per cash book on 31st March 1969, was 
Ri. 12,000. 

(2) Interest on overdraft for six months ending 3tst March 1969, 
debited by bank is Rs. 400. 

(3) Bank charges for the above period also debited in the pass 
book amounted to Rs. 100. 

(4) Cheques issued, but not cashed, prior to 31st March 1969, 
amounted to Rs. 4,000. 

(5) Cheques paid into bank, but not cleared and credited before 
31st March 1969, were Rs 6,000. 

(6) Interest on Investments collected b> the Bankers and credited 
in the Pass Book amounted to Rs. 3,500. 

(/./J?. Part 1. November 1969) 
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Solution: 


BANK RECONCILIATION STATEMENT 


as on, 


Particulars 

Minus Plus 

Amount Amount 

(Balance) ( Overdraft ) 


Rs. 

Rs. 

Bank Overdraft as per Cash Book 


8,000 

Less : Cheques deposited into the Bank, but not 
entered in the Cash Book 

300 


Add : Cheques received and entered in the Cash 
Book but not sent to bank 


1,000 

Add : Amount of short-casting of the credit side 
of the Cash Book 


100 

Add : Insurance premium directly paid by the 
bank under standing advice, but not recor- 
ded in the Cash Book 


500 

Less : Bank charges entered twice in Cash Book 

10 


Add : Cheques returned dishonoured by the bank 
but not recorded in the Cash Book 

Less : Cheques issued returned back on account 
of technical grounds 

300 

400 

Less : Bills collected by the bank, but not recor- 
ded in the Cash Book 

2,000 


Add : Bank charges not recorded in the Cash 
Book 


12 

Add : Cheques received entered twice in the Cash 
Book 

Add : Bills discounted dishonoured 


500 

4,000 

BANK OVERDRAFT AS PER PASS BOOK 
(Balancing figure) 

ns 02 



14,512 

14,512 


Notes. The undernoted items will require adjustments in the books 
of accounts: 

1, Cheques deposited in bank but no entry was passed in the Cash 

Book. 

An entry will be passed in the bank column on the debit side of the 
Cash Book, crediting therein the accounts of the persons who have given 
the cheques. 

, 2. Cheques received but not sent to bank. 
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(c) Two cheques of Rs. 5.000 and Rs. 7,500 deposited m Accomt I 
on 1st December, 1980 (and entered in the book-' ii Accomt 
II), have been dishonoured by the Banks. The entries lor 
dishonour of these cheques have been entered in the book*; in 
Account II. 

(<0 Mr. Banker has issued cheques, on 29th December I9S0, of 
Rs. 10,000 from Account I and for Rs. 1,000 from Account If. 
These cheques were not encashed till 2nd January I9S1. 

(e) Incidental charges of Rs. 10 and Rs. 25 charged in Account I 
and II respectively have not been entered in the books. 


(/) Deposits of Rs. 5,000 and Rs. 3,500 made into the Accounts 
of I and II respectively, on 30th December 19S0, have not 
been given credit by Bank till 5th January 1981. 


Prepare Bank Reconci/iation statement as on 31st December I9S0, 
for the above two accounts. 


(I.I.B. Pari /, November, 1981) 


Solution: 

(ii) BANK RECONCILIATION STATEMENT 
ACCOUNT No. I OF Mr. BANKER WITH INDIA BANK 
as on 31st December, 1980 





Plus 

Minus 



Particulars 

Amount 

Amount 




(Balance) 

(Overdraft) 




Rs. 

Rs. 


Balance as per Ledger Account I 

5,000 


Add : 

(a) 

Deposit into this account, wrongly 
entered m Account Ii in the ledger 

15,000 


Less : 

(b) 

Withdraw} from the account, 
wrongly entered rn Account II m 
the ledger 


5,000 

Add : 

(<0 

Cheques issued on 29.12.1980, but 
not yet presented for payment 

10,000 


Less : 

<«) 

Incidental charges of the Bank 


10 

Less ; 

(/) 

Deposits on 30. 12.1980, not yet 
credited into the account 


5,000 

BALANCE 

AS PER PASS BOOK 





(Balancing figure) 


19.990 




30,000 

30.000 
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and Bank of India ofRs. 10,000 3 nd Rs. 1,000 respectively. 
These have not been cashed till 31 st December 1978. 

(«) Incidental charges of Rs. 10 and Rs. 25 charged by Dena Bank 
and Bank of India respectively, have not been entered in the 
books. 

(/) Dena Bank has credited an interest of Rs. 50 and Bank of 
India has charged interest of Rs. 275. These have not been 
recorded in the books. 

(g) The deposits of Rs. 5,000 and Rs. 3,5 00 made into Dena 
Bank and Bank of India respectively have not yet been given 
credit to by them till 31st December l97t>. 

Draw up the two Bank Reconciliation Statements. 

(/./ B. Part l, April 1979) 

Solution : 

(0 BANK RECONCILIATION STATEMENT 
OF JANARDAN & COMPANY WITH DENA BANK 
as on 31st December, 1978 




Particulars 

Plus 
Amount 
( Balance ) 

Minus 
Amount 
(Or er dr aft) 




Rs. 

Rs. 



Balance as per Cash Book 

5,000 


Add 

: («> 

Amount deposited in Dena Bank 
wrongly recorded in the column 
for Bank of India 

1,500 


Add 

: (i) 

Amount withdrawn from Bank of 
India wrongly entered in the 
column for Dena Bank 

500 


Add 

: (d) 

Cheques issued but not cashed 
from the Bank 

10,000 


Less 

: (<•) 

Bank’s incidental charges 


10 

Add 

: (/) 

Interest credited by the Bank 

50 


Less 

: (S) 

Deposits into the Bank, not >et 
credited into the account 


5,000 


BALANCE AS PER PASS BOOK 


12,040 




1 7,050 

17,050 


Working note : (c) T*o cheques of its. ! ,250 (Rs 500-^- Rs. 750) 
deposited in Dena Bank but dishonoured by them mil hase no effect on 
the Bank Reconciliation Start nent, because both the entries, i.e., for 
deposit as well as for dishonour of cheques hare been recorded in the Bank 
of India column. 






HANK RECONCILIATION STATEMENT 


(if) BANK RECONCILIATION STATEMENT 
►F JANARDAN AND COMPANY WITH BANK OE INDIA 

as on 31st December, 1978 



Particulars 

Minus 
Amount 
( Balance ) 

Plus 

Amount 

(Overdraft) 



Rs. 

Rs. 


Bank overdraft as per Cash Book 


2,250 

: (a) 

Amount of deposit in Dena Bank 
wrongly recorded in the column 
for Bank of India 


1,500 

: ( b ) 

Withdrawl from Bank of India 
wrongly entered in the column for 
Dena Bank 


500 

: id) 

Cheques issued but not yet cashed 
from the Bank 

1,000 


: (e) 

Bank’s incidental charges 


25 

: (/) 

Interest on overdraft charged by 
the Bank 


275 

' : ( g ) 

Deposits into the Bank, not yet 
credited into the account 

OVERDRAFT AS PER PASS BOOK 7,050 

3,500 



8,050 

8,050 



~ rs : zzsl 
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Problem 22. From the following information available from the 
iks a ml records of Daftri Brothers prepare Bank Reconciliation 
laments: — 


Bank Ajc Bank A/c 

No. / No. II 


1. Balance at end of month as per Rs. Rs. 

Cash Book (Dr.) 50,000 (Cr.) 1,80,000 

2. Cheques issued but not presented 

at end of the month 39,300 21,500 

3. Cheques deposited for collection 

not cleared till end of month 47,500 

4. Interest not adjusted in Cash 

Book 2,500 

5. Cheques issued against A/c No. 

II wrongly debited by Bank to 


A/c No. I. 


1,800 



BANK RECONCILIATION STATEMENT 


(0 BANK RECONCILIATION STATEMENT 
OF DAFTARI BROTHERS BANK A/c NO. I 


Plus Minus 

Amount Amount 

{Balance) {Overdraft) 


Balance as per Cash Book 
Add ; Cheques issued but not yet presented 
for payment in the bank 
Less: Cheques issued against A/c No. II 
wrongly debited by Bank to A/c No. I 
BALANCE AS PER PASS BOOK 
(Balancing figure) 


(ii) BANK RECONCILIATION STATEMENT 
OF DAFTARI BROTHERS BANK A/c NO. II 


as on 



Particulars 

Minus 

A man • r 
{Balance) 

Plus 

Amount 

{Overdraft) 


Rs 

Rs. 

Bank Overdraft as per Cash Book 


1,80,000 

Less : Cheques issued but not yet presented 
for payment in the bank 

21.500 


Add : Cheques deposited into the bank, 
but not yet cleared 


47,500 

Add : Interest on o\crdraft charged by 

the bank, no: rccorcd in Cash Book 


2,500 

Less : Cheques issued but wronglj debited 
by Bank in A/c No. I 

1,3 OQ 


BANK OVERDRAFT AS PER PASS BOOK 
(Balancing figure) 

2.06.700 



2.30.000 

2.30.000 
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PURCHASES AND SALES JOURNAL 

Problem 1. What do you mean by Purchases and Sales Journals ? 
Jescribe the methods of posting of entries from these journals to the 
edger. 
solution t 

To record the purchases of merchandise on credit to be resold, a 
separate register called the Purchases Journal or Purchases book is usually 
maintained" by firms. Cash purchases are not recorded in this journal, 
because they arc entered on the payments side of the Cash Book. The 
credit purchases of the other items such as equipments, furniture, etc., also 
are not recorded in it, because they are recorded in the general Journal. 

Ruling : PURCHASES JOURNAL 

Date Account credited Address Invoice , „ Purchases 

( Suppliers ) No. Date ' ’ Debit 


Rs. 


Posting. A separate account is kept in the ledger for each supplier 
of the goods, and the amount of each purchase is credited to its respec- 
tive personal account. The periodical total of the Purchases Journal is 
then posted to the debit of Purchases Account in the ledger with the 
words ‘To Sundry Creditors’ (as per Purchases Journal). 

* SALES JOURNAL 

Sales Journal or Sales Book is used to record all credit sales of 
goods in which the tradet deals. Cash sales 3re not included in this 
Journal, but they are recorded in the Cash Book. The sale of any assets 
is also not recorded in this journal, because they arc recorded in General 
Journal. 

Ruling: SALES JOURNAL 

Dare Account debited Address Invoice . „ Sales 

(Buyers) N'o. Date ' ' Credit 


Rs. 


Posting. A separate account is opened in the ledger for eact 
customer to whom the goods have been sold on credit, and the amount o 
each sale made to him is debited to his personal account. The periodica 
total of the Sales Journal is posted to the credit of Sales Account with th 
word^ ‘By Sundry Debtors’ tas per Sales Journal). 

Problem. 2. Explain briefly : Sales Account 

(I. IS. Part /, May 197, 
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( Adjusting, Closing, Transfer and Rectification Entries — ) 
{Adjustment for Bad Debts — Pro\ision for Doubtful Debts ) 
(and Discount on Debtors & Creditors— Different Methods) 
(of Depreciation. ^ 


ADJUSTING ENTRIES 

Problem 1. What do you mean by the followings 7 

(a) Opening Entry, ( b ) Closing Entries, 

(c) Transfer Entries, (rf) Adjusting Entries. 

Solution! 

(a) Opening Entry 

Opening entry is the journal entry to open the books of accounts 
for the new financial year of the business. In a new concern, where the 
trader commences business with cash, furniture and stock, etc., all these 
assets accounts are debited and credit is given to his capital account. 
In a going concern, the balances of previous year are brought forward in 
the beginning of new accounting year. All the assets accounts are 
debited and liabilitic arc credited. The difference between the Assets and 
the Liabilities is credited to the Capital Account. 

Opening entry is not actually rosted in the ledger, but the 
accounts arc merely incorporated in the new books of accounts with the 
words ‘To Balance bid' on debit side for all assets accounts, and with 
the words ‘By balance bid' on credit side for all liabilities and capitat 
accounts. 

(b) Closing Entries. 

At the end of the financial period, all the normal accounts are 
closed by transferring (hem to the Trading and Profit and Loss 
Account. This is done by passing Closing Journal Entries in the journal 
proper. 

The following is the list of usual closing entries : 

(1) For transferring opening stock of goods, net purchases 
(Total Purchases — Returns outwards), and all the manufacturing, buy- 
ing and bringing expenses : ‘Trading account is debited and all the above 
mentioned accounts ore credited’. 

(2) For transferring Net Sales (Total sales— Returns inwards) : 
‘Sales account is debited and Trading account is credited.' 

(3) For transferring all the administrative, selling and distribution 
expenses to the Profit & Loss Account ? ‘Profit and Loss Account is 
debited and each of the various nominal accounts which represent ex- 
penses and losses is credited*. 

(4) For transferring all the items of gams : 'Various nominal 
accounts arc debited and Profit & Loss account is credited.* 
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(5) For transferring the net profit to the Capital account : ‘The 
Profit & Loss account is debited and the Capital Account is credited.’ 

(6) For transferring the net loss to the Capital account: ‘Capital 
account is debited and the Profit & Loss account is credited.’ 

* All remaining accounts viz.. Real and Personal Accounts pertain- 
ing to property, assets, debtors, creditors, etc , are just shown in a state- 
ment called as Balance Sheet. All the debit balances are shown on the 
Assets, right-hand, side and all the credit balances are shown on the 
liabilities, left-hand, side of the Balance Sheet. Capital account, being 
a credit balance is also shown on the liabilities side. 

(c) Transfer Entries 

When an amount or a balance of one account is to be taken to 
some other account, it is done by passing a transfer entry in the Journal 
Proper. 

Transfer entries are generally passed to transfer; 

(1) Drawings account of (he proprietor tojhis Capital Account : 
‘Debit the Capital Account and Credit the Drawings Account.’ 

(2) Returns outward account to the Purchases Account : 

‘Debit the Returns Outwards Account & Credit the Purchases Account.’ 

(3) Returns Inwards Account to the Sales Account: 

‘Debit Salos Account and Credit Returns Inwards Account’. 

(4) Gross profit from Trading Account to the Profit and Loss 
Account: 

‘Debit Trading Account and Credit Profit and Loss Account’. 

(5) Expenses or Incomes recorded in wrong accounts to appro- 
priate account. 

(6) Debits/Credits from one account to another. 
id) Adjusting Entries 

The unadjusted and unrecorded iterm relating to the period are 
recorded through the Journal by passing entries called Adjusting 
Entries. 

The following arc the matters to which adjustments are usually 
necessary at the end of the trading period : 

(1) For Closing Stock : ‘Debit the Stock Account and Credit 
Trading Account.’ Stock will appear as an Asset in the Balance Sheet. 

(2) For Outstanding Expenses : 'Debit the appropriate expense 
account and credit the expenses outstanding account.' The outstanding 
expenses will be added to the nominal account concerned in Trading 
or Profit and Loss Account on the debit side, and will appear as a 
Liability in the Balance Sheet, because these arc the outstanding 
creditors. 

{3} For Prepaid Expenses: ‘Debit the appropriate Prepaid Expen- 
ses account, and credit the nominal account’ in respect of which the 
advance {payment is made. . The amount of prepaid expenses will be 
shown as a deduction from the appropriate expenses on the debit side 
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or Trading or Profit and Loss A/c and will appear as an Asset m the 
Balance Sheet. 

(4) For Outstanding Income: ‘Debit Outstanding Income 
Account, and credit the appropriate Income Account’. The outstanding 
income will be added to the nominal account concerned on the credit 
side of the Profit and Loss Account, and will appear as an Asset in the 
Balance Sheet. 

(5) For Income Received in Advance: 'Debit the appropriate 
nominal account of the income and credit the Prepaid Income Account*. 
This amount will be shown as a deduction from the nominal account 
concerned on credit side of Profit and Loss Account and will appear as a 
Liability in the Balance Sheet. 

(6) For Depreciation on Assets: ‘Debit Depreciation Account, 
and credit the account of the Asset to be depreciated’. Depreciation 
will be shown on the debit side of Profit and Loss Account, and the 
amount will appear as a deduction from the concerned Asset in the 
Balance Sheet. 

(7) For Interest on Capital: ‘Debit Interest on Capital Account, 
and credit the Proprietor’s Capital Account’. This will be shown firstly 
on the debit side of the Profit and Loss account and will then appear as 
an addition in the Capital Account on the Liabilities side of the Balance 
Sheet. 

(8) For Interest on Drawings: ‘Debit the Proprietor’s Drawing 
account and credit Interest on Drawings Account*. Interest on drawings 
will be shown.firstly on the credit side of the Profit and Loss Account, 
and then it will be added to the Drawings Account of the proprietor, 
which will ultimately be deducted from the Capital Account. 

(9) For Wrltting off Bad Debts: These are irrecoverable debts 
from customers which are ‘debited to Bad Debts Account and credited 
to the Debtors Account’. It is added to the Bad Debts Account on the 
Debit of the Profit and Loss Account and is shown as a deduction from 
Sundry' Debtors on the Assets side of the Balance Sheet. 

(10) Reserve for Doubtful Debts: To provide for estimated 
loss in respect of Doubtlul Debts, ‘Profit and Loss Account is debited 
and Provision or Reserve for Doubtful Debts Account is credited*. This 
is shown as a deduction from Sundry Debtors balance on the Assets side 
of the Balance Sheet. 

(11) Reserve for Discount on Debtors: To provide for discounts 
allowable to good Debtors, ‘Profit and Loss* Acconnt is debited and 
Provision for Discount on Debtors Account is credited*. Thu amount is 
shown as a deduction from Sundry Debtors balance (after deduction of 
provision for doubtful debts) in the Balance Sheet. 

(12) Reserve for Discount on Creditors: To provide discount 
rtce\ table from’thc suppliers, 'Debit Reserve for Discount on Creditor’s 
Account and credit Profit and Loss Account’ The amount t< shown as a 
deduction from Sundry Creditor’s on the liabi’ilics side of the Balance 
Sheet. 
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Rs 

Subscriptions A/c. Dr. 900 

To Subscriptions prepaid A/c 
(Being subscriptions for 1967 received 
in advance) 

(c) Advertisements A/c Dr. 

To Advertisements prepaid A/c 
(Being incomes on account of advertise- 
ment received in advance pertaining 
to 1967) 

(</) Machinery A/c Dr. 

To Repairs A/c 

(Being amount paid for purchasing new 
machinery wrongly debited to Repairs 
Account, rectified) 

(e) Subscriptions outstanding A/c Dr. 1,800 

To Subscriptions A/c 1,800 

(Being subscriptions receivables for the 
year 1966 not yet received) 

4,500 

4,500 


400 

400 


8,000 

8,000 


(e) Advertisements outstanding A/c Dr. 

To Advertisements A/c 
(Being advertisements already released 
during 1966, but their proceeds have not 
yet been received) 

(/) Machinery A/c Dr. 

To General expenses A/c 
(Being the amount incurred on the 
erection of new machinery which is a 
capital expenditure, wrongly charged 
to General expensee account, rectified) 

(*) Purchases A/c Dr. 

To Supplier’s A/c 

(Being the cost of 20 reams of paper 
received on 28th December, 1966 

already included in the closing stock) 


1,200 

1,200 


1,200 

UOO 


Rs. 

900 
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adjusting entries 


Note. For Item No. (g) : 

The purchase entry for Rs. 8,000 was made in the succeeding period, 
i.e. in 1967, therefore, in the year 1967 a reverse entry debiting the 
Supplier’s A/c and crediting the Purchases A/c will be passed. 

Problem 3. Pass Journal Entries to incorporate the following at 
the time of preparing final accounts : 

(а) Provide 2i% for Discount on debtors and create a Bad Debt 
provision of 10 per cent. (Bal. of Debtors Rs. 3,000). 

(б) Closing Stock was valued at Rs. 4,300. 

(c) Wages owing Rs. 250. 

(d) Insurance paid in advance Rs. 150. 

(e) Included in Debtors is Rs. 100 owing by A (proprietor) and 
included in the creditors Rs. 50 owing to A (a customer). 

(/) Plant which stood at Rs. 7,500 in the books on the 1st day of 
the year was disposed of for Rs. 3,000 in part exchange for a new 
machinery costing Rs. 6,000. A net invoice of Rs. 3,000 was passed 
through purchase book. 

(g) Purchase invoices amounting to Rs. 1,500 had been omitted 
from the books. 

(/i) A neon sign costing Rs. 750 was included in advertising. 

(i) The debits for two dishonoured cheques for Rs. 450 and Rs. 300 
respectively had not been entered in the Cash Book. In the case of the 
second cheque for Rs. 300, it was expected that the debtor would be in a 
position to pay a dividend of 75 P. in the rupee. 

(jf) Private purchases amounting to Rs. 1,500 had been included 
in the Purchase Book. ( I.I.B . Part /, May 1968) 

Solution : 

ADJUSTING JOURNAL ENTRIES 

* 1 ' '' 1 " ■ " 1 ' ' " r ' ■-■■■'■' — - ■■ ' ■ " — ■ - 

SI. Particulars L.F. Debit Credit 

Amount Amount 


(a) Profit & Loss A/c Dr. 

To Provision for Doubtful Debts A/c 
(Being the amount required to create a 
provision for bad and doubtful debts 
at 10% on the debtors amounting to 
Rs. 3, C00) 


Profit & Loss A/c Dr, 

To Provision for Discount on 
Debtors A/c 

(Being the amount required ns pro- 
vision % -i% on Rs. 2,100, fe. Rs 
3.CC0- Rs. 5 CO) 


Rs. P. Rs. P. 
300*00 

300-00 


67-50 

67*50 
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(*) 


(C) 


Stock A/c Dr. 

To Trading A/c 

(Being the value of closing stock taken 
into the accounts) 


Wages A/c Dr. 

To Wages Outstanding A/c 
(Being the amount still due on account 
of wages) 


Rs. P. Rs. P. 
4,300 00 

4,30T00 


250 00 

250-000 


(d) Insurance Prepaid A/c Dr. 

To Insurance A/c 

(Being premium on the insurance policy 
paid in advance) 


150-00 

15000 


(e) A’s Drawings A/c Dr. 

To Sundry Debtors A/c 
(Being the amount wrongly debited to 
Debtors A/c instead of the Proprietor’s 
A/c, now debited to his Drawings a/c) 


100-00 

100-00 


No adjustment is required for the 
second part of the adjustment no (e), 
because if any amount is due to a 
person it is shown in Sundry Creditors 
Account. As Mr. A is a customer 
but Rs. 50 arc owing to him. it has 
correctly been included in the Creditors 
Account. Alternatively, this will re- 
duce Sundry Debtors to the extent of 
Rs. 50) 


(/) 


Machncry A/c Dr. 

Profit & Loss A/c Dr. 

To Plant A/c 
To Purchases A/c 

(Being new machinery purchased for 
Rs. 6,000 recorded in the books. The 
old plant of the book value of Rs. 7,500 
disposed of for Rs. 3,000, i.e., at 
a loss of Rs. 4,500. The amount wrong- 
ly dehited to Purchases account instead 
of Machinery account, now rectified) 


6,000 00 

4,500 00 

7,500-00 

3.000-00 



RtClV 






^s. 




^LS. 
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OR 

Explain briefly the following: 

(1) Errors of Omission; (3) Errors of Principle; and 

(2) Errors of Commission; (4) Compensating Errors. 

Give example in each and state how they affect the Trial Balance ? 

(ff.B. Rart l. May 1973) 
OR 

Explain briefly : 

(1) What types of mistakes arc disclosed by a Trial Balance ? 

(2) What types of mistakes are not disclosed hv a Trial Balance ? 

(I.IU. Pjrr L. Y member 1974) 

Solution: For proving accuracy or postings in the ledger, 
periodically a trial balance is taken out wherein debit and credit 
balances are separately listed and totalled. If the Trial Ba'ance agrees, it 
simply means that for every amount entered on the debit side of the 
ledger, an equal amount has been entered on the credit <ide. This indi* 
cates that a Trial Balance may agree arithmetically, >et there may be a 
number of errors in account keeping. 

Types of Errors 

The Book-keeping errors can broadly be div.ded into following 
categories : 

(1) Errors of Principle. When a transaction recorded in total 
disregard of the fundamental principles of Double Ent'y For example, 
when an asset is treated as an expense or vicc-xersa or a liability is treated 
as on income or \ ice-vena as illustrated below 

(o) Amount spent for the repairs of building wrongly debited to 
Buildings A/c. 

( b ) Furniture purchased wrongly debited to the Purchases 
Account. 

Errors of Omission. If a transaction is comp'ctclv or partially 
omitted from the books of accounts, this is called rn-or of Omission. 
For example: 

(o) Credit purchases omitted to be recorded in the Purchases 
Book. 

(M Omission to post an entry from any subsidiary book. 

(3) Errors of Commission. These arc the erro-s wherein some 
mistake has been committed while recording the transactions. Posting 
to wrong account, posting of wrong amount, porting to wrong side, 
double posting, wrong totalling, wrong carry forward, wrong balancing, 
wrong calculations, etc. are theexampfes of such tjpe of error?. 

(4) Compensating Errors. If the effect of the errors committed 
cancels out, the errors will be called compensating error*. For 
example: 

(a) Underposting of the purchase book may be compensated with 
the tindercasting of Sales Book. 
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(b) Omission of posting of an amount on the debit side of a 
certain account may be compensated by overposting of the same amount ■ 
on the debit side in some other account or accounts. 


An existence of an error or errors is usually revealed by a disagree- 
ment of the two sides of the trial balance. However, there are certain 
errors which do not affect the trial balance and. therefore, they cannot be 
disclosed by a disagreeing trial balance. 

From the point of view of the effect of errors on the trial balance 
they can be divided into the following two categories : 

I. Errors which affect the trial balance. These are the 
errors due to which the trial balance does not agree. In other words, 
these are the mistakes which arc disclosed by the trial balance. These 
are the followings : 

(a) Omission of posting of an item from a subsidiary book. 

(b) Posting a wrong amount to a ledger account. 

(c) Posting an amount to the wrong side of the account in the 
ledger. 

(d) Omission of casting. 

(e) Omission of carry forward. 

(/) Wrong balancing. 

(g) Wrong carry forward. 

(ft) Omission of an amount from trial balance. 

(i) Balance of some account written to the wrong side of the trial 
balance. 

O’) Double posting to a ledger account. 

(k) Totalling the trial balance wrongly. 

■ (!) Omitting to write the cash book balance in the trial balance. 

(m) Omitting to post the totals of subsidiary books into the 
ledger. 

II. Errors which <lo not effect the agreement of the trial 
balance. The undernoteu errors are not revealed bv the trial balance 
inspitc of its agreement : ’ * 

(a) Errors of principle. 

(ft) Errors of complete omission, i.c , omission of an entry 
altogether from the subsidiary books. J 

(e) Wrong entries in any original record. 

< rf ) Costing an amount to the correct side but in wrong account. 

(c) Compensating errors. 


RECTIFICATION OF ERRORS 
Before Closing the Books If the trial balance docs not tally 

at the vm! ot the trading period, efforts should be made to locate the 

errors, which came the disagreement. The errors discovered will he 
corrected and consequently Trial Balance will tally. ' C ° d V be 
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After Closing the Books. If the Trial Balance does not tally, 
even inspite of best efforts, the presentation of final statements of 
accounts cannot be postponed for a long period. In such a case, the 
difference of the trial balance is placed to a Suspense Account and Trial 
Balance is made to tally. 

Following are the methods which can be used for rectification of 
errors ; 

(1) By Striking Off. Errors should never be corrected by over- 
writing. If immediately after making an entry, it is detected that an 
error has been committed, it may he corrected by neatly crossing out 
the wrong entry and making the correct entry. 

(2) By Passing n Journal Entry. If the error is located after 
sometime, the correction should be made by making another journal 
entry, called rectification entry. The steps to be followed arc : 

(а) Debit the account that should have been debited (but is not 
debited) and credit the account that is wrongly debited, or 

(б) Debit the account that is wrongly credited, and credit the 
account that should have beed credited (but not yet credited), 

The above noted procedure will be applied, if there is two-sided 
error. However, if there is one-sided error, and the difference has already 
been transferred to Suspense account, then : 

(c) Debit the account which should have been debited (but is not 
debited), and credit the Suspense account, or 

(d) Debit the Suspense Account, and credit the account which 
should have been credited (but is not credited). 

Problem 2. The Trial Balance of a firm is out by Rs. 2,788 (excess 
debit) and which amount was put to the credit or suspense account. 
The following errors are found, subsequently, to have been committed. 
Pass journal entries to correct them : 

(1) An amount of Rs. 100 was received from D on 31st March 
1969 (the date of closing the books) but had been entered in the cash 
book on 4th April, 1969. 

(2) The Return Inwards Book for March had been cast Rs. 100 
short. 

(3) The purchase of an office table costing Rs. 300 had been passed 
through the Purchase Day Book. 

(4) Rs. 375 paid for wages to workmen for making show-cases 
had been charged to wages account 

(5) A purchase of Rs. 671 from A had been posted to the debit of 
his account as Rs. 617. 

(6) A cheque for Rs. 200 received from B has been dishonoured 
and was debited to discount account. 

(7) Value of goods amounting to Rs. 100, returned by a customer, 
and taken into stock, was not entered info the books of accounts. 

(8) A sale of Rs. 200 to C was credited to his account. 
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(6) B Dr. 

To Discount A/c 

(Being the cheque of B dishonoured 
previously debited to Discount A/c, 
now rectified) 


Rs. , Rs. 
200 

200 


(7) Return Inwards A/c Dr. 100 

To Customer’s (Personal) A/c 100 

(Being the returns of goods by the 
customer not previously recorded) 


(8) C Dr. 

To Suspense A/c 

(Being the correction of the mistake by 
which the account of C was credited by 
Rs. 200 instead of being debited on 
account of credit sales made to him) 


400 

400 


(9) Suspense A/c Dr 

To Purchases A/*. 

To Sales A/c 

(Being credit sales although correctly 
debited to the customer’s A/c, wrongly 
debited to Purchases account instead 
of being credited to Sales account, now 
rectified) 


2, COO 


1,000 

1,000 


(10) Deposits for Car A/c Dr. 2,000 

To Purchases A/c 2,000 

(Being payment made as a deposit tor 
purchasing car wrongly debited to 
the Purchases account, corrected) 


Problem 3. The Trial Balance of a trader onlv balanced after 
inserting a suspense item for which an account was opened in the ledger. 

On auditing the books of accounts the follow me errors were 
located : 

(1) Rs. 100 received from A Rustomji had been posted to B. 
Rmtomji’s Account. 

(2) Rs. 20 paid for postage expenses was left ofT to be posted to 
that account. 
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(5) Suspense A/c Dr. 

To J. Pursho tarn's A/c 
(Being goods returned by him for the 
value of Rs. 50 wrongly debited to his 
account instead of crediting the same, 
now corrected) 


(6) Interest on capital A/c Dr, 

To Bant interest A/c 
(Being the amount of interest on 
capital wrongly debited to Bant inte- 
rest Account, now adjusted) 


(7) Suspense A/c Dr. 

_To Party’s A/c 

(Being S3le relating to succeeding 
period included in this period, now- 
adjusted) 


Rs. Rs. 
100 

100 


500 

500 


100 

100 


Dr. 

SUSPENSE ACCOUNT 

Cr. 

SI. Particulars 

L.F. Amount SI. 

Particulars L.F. 

Amount 


Rs. 


RS. 

3. To Sales A/c 

91 

By Balance bid 

27Z 

5. To J. Pursbotam 

100 

{Balancing figure) 


7. To Party’s A/c 

100 2. 

By Postage & 




Telegrams 

20 


291 


291 


Problem 4. In order to close the books in time, an accountant 
places the difference in the books to a suspense account. 

Subsequent^ the following mistakes were located : 

(11 Sales book was overcast by Rs. 100. 

(2) A sale of Ks. 50 to *‘X” W3S wrongly debited to “V"’. 

(3) A debit of Rs. 18 the General expenses account was taken at 
Rs. 80. 

(4) A bill for Rs. 155 accepted by a customer was passed through 
Bills Pa j able Book. 
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(5) Legal expenses Rs. 119 were debited to the personal account of 
the Vakeel. 

(6) Cash received from A. Soloman debited to B. Soloman’s 
account Rs. 150. 

(7) Total of Rs. 1,235 on page 5 of the Purchase Book was carried 
forward as Rs. 1,325 on page 6 of the said book. 

Pass journal entries to rectify the errors and prepare suspense 
aCC0Unt ' (I.I.B. Part I, May 1973) 


Solution : 


RECTIFYING JOURNAL ENTRIES 


SI 


Particulars 


A.F. Debit Credit 
Amount Amount 


(1) Sales A/c Dr. 

To Suspense A/c 

(Being the correction arising from 
overcasting of Sales Book) 


(2) X’sA/c Dr. 

To Y’s A/c 

(Being sales made to X wrongly debit- 
ed to Y, now rectified) 


(3) Suspense A/c Dr. 

To General expenses A/c 

(Being amount of Rs. 18 wrongly 
debited in the General expenses 
account as Rs. 80. The excese debit 
in the said account now corrected) 


(4) Bills Payable A/c Dr. 

Bills Receivable A/c Dr. 

To Customer’s (Personal) A/c 

(Being a bill receivable accepted by 
the customer wrongly credited to bills 
payable account instead of being debi- 
ted to the bills receivable account, now 
corrected) 


Rs. Rs. 
100 

100 


50 

50 


62 


62 


155 

155 


310 
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. {5) Legal expenses A/c Dr. 

l*o Vakeel’s (Personal) A/c 
(Being tbe revenue expenses wrongly 
debited to the personal account of the 
receiver, now rectified) 


(6) Suspense A/c Dr. 

To B. Soloman 
To A. Soloman 

(Being amount received from A. 
Soloman, instead of being credited to 
his account wrongly debited to B. 
Soloman’s Account, now corrected) 


Rs. Rs. 
119 

119 


150 

150 


(7) Suspense A/c Dr. 90 

To Purchrses A/c 90 

(Being the total of page 5 of the Pur- 
chases Book as Rs. 1,235 wrongly 
carried forward on page 6 of the said 
•book as Rs. 1,325. The excess carry 
forward is now rectified) 


Dr. 


SUSPENSE ACCOUNT 

Cr. 

St. 

Particulars 

Amount St. Particulars 

Amount 



Rs. 


Rs. 

O) 

To General expenses 

62 

By Balance b/d 


(O 

To B. Soloman 

150 

{Balancing figure) 

352 


To A. Soloman 

150 

(1) By Sales A/c 

100 

O) 

To Purchases A/c 

90 





452 


452 



= =3 


= =3 


Problem 5. A ledger keeper of Aclurya and Co., could not agree 
the trial balance. He transferred an amount of Rs, 296 being excess 
of the debit side total to the Suspense Account. The following entries were 
subsequently discovered : 

(1) Sales book %vas overcast by Rs. 300. 

(2) Purchase of furniture worth Rs. 615 was passed through the 
Purchases book. 
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(3) An amount of Rs. 55 received from M/s. Shall and Co. was 
posted to their account as 550. 

(4) Purchases returns book total on a folio was carried forward as 
Rs. 221 instead of Rs. 112. 

(5) A cash sales of Rs. 1,235 though duly entered in the cash 
book was posted to the sales account as Rs. 235. 

(6) Rest of the difference was due to a wrong total in the Salaries 
Account in the Ledger. 

Pass the necessary journal entries and prepare Suspense Account 
in the books of Acharya and Co. 

(I.I.B. Part I, November 1975) 

Solution : 

RECTIFYING JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount Amount 


(1) Sales A/c Dr. 

To Suspense A/c 

(Being the excess of totalling in the 
Sales Book, rectified) 


(2) Furniture and Fixtures A/c Dr. 

To Purchases A/c 

(Being the capital expenditure incurred 
for purchasing furniture debited to the 
purchases account through Purchase 
Book instead of being debited to the 
furniture and fixtures account, now 
rectified) 


(3) Shah and Co. Dr. 

To Suspense A/c 

(Being the excess credit given in the 
account of Shah and Co., i.e. Rs. 550 
credited in place of Rs. 55 to be credi- 
ted, now corrected) 


(4) Returns outwards A/c Dr. 

To Suspense A/c 

(Being the correction of a wrong carry 
forward in tire Purchase Returns Book 
R v - 221 carried forward instead of 
R?. } 1 2i 


Rs. Rs. 
300 

300 


615 


615 


495 

495 


109 


109 ' 
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(5) ^ Suspense A/c Dr. 

To Sales A/c 

(Being short credit, given in the sales 
account— Rs. 235 instead of the correct 
amount of Rs. 1,235 — now adjusted) 


(6) Suspense A/c Dr. 

To Salaries A/c 

(Being the rectification of the error 
for the excess debit in the salaries 
account due to wrong totals) 


Dr. 

SUSPENSE ACCOUNT 

Cr. 

SI. 

Particulars 

Amount 

SI 

Particulars 

Amount 



Rs. 



• Rs. 

(5) 

To Sales A/c 

1,000 


By Balance B/d 

296 

(6) 

To Salaries A/c 

200 

(1) 

By Sales A/c 

300 


( Balancing figure) 


(3) 

By Shah & Co. 

495 




(4) 

By Returns outwards 

109 



1,200 



1,200 



= = *, 





Rs. Rs. 
1,000 

1,030 


200 

'200 


Problem 6. An accountant could not tally Trial Balance. The 
difference was temporarily placed to Suspense Account for preparing the 
final accounts. The following errors were later discovered : 

(а) The Sales book was undercast by Rs. 50. 

(б) Entertainment expenses Rs. 95, though entered in the Cash 
Book, were omitted to be posted in the ledger. 

(c) Discount column of the receipt side of the Cash Book was 
wrongly added as Rs. 140 instead of Rs. 120. 

(d) Commission of Rs. 25 paid, was posted twice, emee to discount 
account and once to commission account. 

(e) A sale of Rs. 139 to Ramanlal though correctly entered in Sales 
book, was posted wrongly to his account as Rs. 193. 

(/) A purchase from Niranjan of Rs. 92, though correctly entered 
in the Purchases book, was wrongly debited to his personal account. 


You are required to : 

(i) Pass the necessary rectifying entries, 
(ft) Prepare Suspense Account, and 
P.SBK.4‘83— 6 
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(f£i} State the effect ■ of eadh • oT ittie rectifications on the profit. 
\\ would be the correct profit .if ithe profit originally arrived at was 
Rs. 10,098 2 {LI.B. Part I, October 1976) 

Solution ; 

(i) RECTIFYING .JOURNAL ENTRIES 


SI Particulars L.F. Debit Credit 

Amount Amount 


(u) Suspense A/c Dr. 

To Sales A/c 

< Being the mistake in totalling the 
Sates book corrected) 


Rs. Rs. 
50 

50 


{by entertainment expenses A/c Dr. 

To Suspense A/c 

<Uciqg the entry to record the posting 
.of entertainment expenses, which was 
■omitted earlier) 


(c) Suspense A/c Dr. 

To Discount A/c 

<Gcmg the entry to rectify the mistake 
in Totalling the discount allowed 
column of the cash book — total 
•wrongly written as Rs. 140 in place of 
The correct total of 120) 


{(/).. Suspense A/c Dr. 

To Discount A/c 

CBdng the excess amount wrongly pos- 
ted in the discount account, rectified) 


D Suspense A/c Dr. 

To Ramanlal 

^Being-sales made to Ramanlal amount- 
ing to Rs. 139 wrongly posted in his 
account as Rs. 193, -now corrected) 


( / ) Suspense A/c g) r> 

To Niranjan 

' 72 emg purchases made from him for 
wrongly debited to his personal 
account instead of being credited, now 
rectified) 


95 


95 


20 


20 


25 


25 


54 


54 


1S4 


184 
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W) 

Dr. 

SUSPENSE ACCOUNT 

Cr. 

SI. Particulars 

L F. Amount 

SI. Particulars L.F. 

Amount 


Rs. 


Rs. 

(a) To Sales A/c 

50 

By Balance b/d 

238 

(e) To Discount A/c 

20 

(Balancing figure ) 


(d) To Discount A/c 

25 

(£) By Entertainment 


(e) To Ramanlal 

54 

expenses A/c 

95 

(/) To Niranjan 

184 




333 


333 


070 EFFECT OF RECTIFICATIONS ON PROFIT 

(a) Profits increased by Rs. 50. 

(b) Profits decreased by Rs. 95. 

(c) Profits increased by Rs. 20. 

00 Profits increased by Rs. 25. 

(e) No effect. 

(/) No effect. 

PROFIT & LOSS ADJUSTMENT ACCOUNT 


Dr. 



Cr. 

SI. Particulars 

Amount 

SI. Particulars 

Amount 


Rs. 


Rs. 

(b) To Entertainment 


By Balance b/d 

10,000 

expenses 

95 

(a) By Sales A/c 

50 

To Balance c/d 

10,000 

(c) By Discount A/c 

20 

(Balancing figure ) 


(d) By Discount A/c 

25 


10,095 


10,095 




==== = 


Note : 

The errors have a compensating effect. Hence the profit of 
Rs. 10,000 will remain the same as arrived earlier. 
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Solution : 

RECTIFYING JOURNAL ENTRIES 


SI. 

<0 


(it) 


m 


(/V) 


(r) 


Particulars 


Sundry Debtois A/c Dr. 

To Suspense A/c 

(Being the mistake in totalling the 
credit side of the Debtors account 
rectified) 


Carriage on sales A/c Dr. 

To Carriage on purchases A/c 
(Being the mistake of debiting carriage 
on purchases account for the expendi- 
ture incurred towards carriage on sales, 
now corrected) 


Creditor’s (Personal) A/c Dr. 

To Suspense A/c 

(Being the omission of debiting the 
personal account of the creditor for 
a credit note received from him, now 
recorded) 


Drawings A/c Dr. 

To Sundry expenses A/c 
(Being the amount incurred for repairs 
to the proprietor’s residence was to be 
debited to his drawings account, but 
wrongly charred to Sundry Expenses 
Account, rectified) 


Electricity charges A/c Dr. 

To Suspense A/c 
To Postage &. telephones A/c 
(Being the payment made for electri- 
city bill for Rs, 210 not only posted to 
the debit of Postage and telephone 
account, but nl«o as Rs. 120. Both the 
errors rectified) 


L.F. Debit Credit 
Amount Amount 

Rs. ' Rs. 
100 

100 


40 , 


40 


]70 


170 


350 

350 


90 

120 


Note : The accountant will open a Suspense Account with a debit 
balance of Rs. 360. being the difference in the Trial Balana 
(Rs. 2,44,910— Rs. 2,44,550). 



Rs. ... nv SuniO' 

0) By D eb»rs 

. ncC b|A . (if) 

&& : «-fes» 

3$** M» ^ 

inA • 


48° — — - revi se 

’ ... be damS" 5 m 

R5 100 - *“ 

Rs- l * 

’ . o,M0ts 1,840 ““ r s . . 40 

1,090 no - 

20,180 USS 35O 

14,000 UssRs. 550 

1,900 LC5S 210 

nil plus « 120 

Less R s> 


iT\ce -• Rs. 

,<W D cbl ° ,« Rs- 

iaca °“ S niictescs R s - 
riagc on P ^s. 

-dUors Rs. 

l^s ... Rs 


18,2 

vw 
20,61° 
14,350 
1,550 
210 
190 



ngs 

,„4 l-« dwSC " 

,,.c K»' in5 

^^OcdUo. 

ctiase on saU 
ni and rRlc ' 
ahl heat 


14,350 
\ 54,86° 


2,06,036 

2 , 1 °' 


21,03° 

IS, 290 

1,05° 

1,880 

4,60° 

150 


20,6' 


Tot 
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2,13,05° 
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Rs. 

Rs. 

Total b/fd. 

2,17,050 

2,44,740 

Postage and telephone 

790* 


Sundry expenses 

1,550 


Elecrticity charges 

210 


Cash at Bank 

18,040 


Fixtures and Fittings 

7.100' 



2,44,740 

2,44,740 


Problem 8. The undermentioned errors were discorded in the 
books of Ram Rahim and Co. for the year ending 30th June 1979. Pass 
Journal entries to rectify the same : 

(a) Goods amounting to Rs. 3,000 which had been returned byrx 
customer, were taken into stock but no entry in this respect was 
made in the books. 

(b) A purchase of goods from Mahamad amounting to Rs. 6,0C0 
was wrongly passed through the Sales Book. 

(c) A sale return from Rakcsh. Rs. 280, was wrongly passed 
through the Sales Book and from there wrongly posted to the 
credit of Rakesh as Rs. 820 

(d) A credit sale of Rs. 1,020 to Leelaram was wrongly passed 
through Purchase Book 

(e) A bill receivable which was accepted by Kamrudin forRs-. 1.500, 
was sent to the bankers for collection. This having'been dis* 
honoured and returned by the Bank was. debited to -Bills 
Receivable Account. 

(/) Rs. 1,700 paid to Mr. Waman- against our acceptance was by 
mistake debited to M/s. Wamanson's account. 

(x) Rs. 250 received from Garibchand as final dividend whose 
account has been written off as Bad Debt, was standing to the 
credit of Garibchand’s account and was included in the list of 
creditors. 


( f.LB . Part J, Ntrttmbtr /V7 ■) 
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Rs. Rs. 

(f) Garibchand Dr. 250 

To Profit and Loss A/c 250 

(Being the recovery of bad debts 
• written off wrongly credited to the 
personal account of Garibchand recti- 
fied). 


Problem 9. There was an error in the Trial Balance of Mr. Bawaji 
on 30th June 1980, and the difference in books was came J to Suspense 
Account. On going through the books, you find that 

(1) Rs. 5,000 received from M. Mehta were posted to the debit 
of his account. 

(2) Rs. 1,000 being purchases returns were posted to the debit of 
purchase A/c. 

(3) Discount Rs. 2,000 received were posted to the debit of Dis- 
count A/c. 

(4) Rs. 3,740 paid for repairs to Motor car were debited to Motor 
Car A/c, as Rs. 1,740. 

(5) Rs. 4,000 paid to C. Dhruv were debited to the Account of G. 
Dhruve. 

Give Journal entries, with complete narration, to rectify the above 
errors and state what amount was earned to the Suspense A/c. 

(JIB Parr /. October 1980) 


Solntion: 

RECTIFYING JOURNAL ENTRIES IN THE BOOKS 
OF BAWAJI 


SI. Particulars L F Debit Credit 

Amount Amount 


(!) . Suspense A/c Dr. 

To M. Mehta 

(Being Rs. 5,400 receded from him 
* - .r • wrongly debited instead of being credit- 
ed to his account, now rectified) 


Rs. Rs. 

10,800 

10,800 
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(2) Suspense A/c Dr. 

To Purchases A/c 
To Returns outwards A/c 

(Being Purchases returns to be credi- 
ted, wrongly debited in Purchases 
account, now rectified) 


(3) Suspense A/c Dr. 

To Discount A/c 

(For discount received being income 
to be credited, wrongly debited in Dis- 
count account, now rectified) 


(4) Repairs to Motor Car A/c Dr. 

To Motor Car A/c 
To Suspense A/c 

(Being revenue expenditure of Rs. 3,740 
incurred towards repair charges of the 
Motor Car, wrongly debited as capital 
expenditure of Rs 1,740, now recti- 
fied) 


(5) C. Dhruv Dr. 

To G. Dhruvc 

(Being amount paid to C. Dhruvc to 
be debited to his amount, wrongly 
debited to G. Dhruvc's account, now 
rectified) 


Rs. 

2,000 


Rs. 

1,000 

1,000 


400 


400 


3,740 


1,7 49 

2,000 


4,000 


4,000 


SUSPENSE ACCOUNT 


Dr. 





Cr. 

SI. 

Particulars 

Amount 

SI. 

Particulars 

Amount 



Rs. 



Rs. 

0) 

To M. Mehta 

10,000 


By Difference in the 


(2) 

To Purchases A/c 

1,000 


Trial Balance 



To Returns outwards 

1,000 


( Balancing figure) 

14,800 

(3) 

To Discount A/c 

4,000 

(4) 

By Repairs to Motor 


(4) 

To Motor Car A/c 

1,740 


Car A/c 

3,740 



18,540 



18,54© 

— „ 





==== = 


Note : The difference in the Trial Balance carried to the Suspense 
Account was Rs. 14,800/- 
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Problem 10. A book-keeper failed to balance his Trial Balance, 
the credit side exceeding the debit side by Rs. 259. The amount was 
entered in a Suspense Account. Later the following errors were dis- 
covered. Give journal entries to rectify the errors and prepare Suspense- 
A/c. 

(а) Goods amounting to Rs. 620 sold to Long & Co. were correct- 
ly entered in Sales Book, but posted to the account as Rs. 260. 

(б) Goods amounting to Rs. 75 were sold to Short & Co., for cash. 
It was correctly entered in Cash Book but was wrongly credited to Short 
& Co. 

(c) A credit balance of Rs. 735 of Rent Receivable A/c was shown 
as Rs. 550. 

(d) The total of Returns Outwards Book amounting to Rs. 200- 
was not posted in the Ledger. 

(e) Goods worth Rs. 100 were purchased from Broad & Co., but 
the amount was entered in the Sales Book. The account of Broad & Co,, 
was correctly credited. 

(I.I.B. Part I, May 1981) 

Solution: 

RECTIFYING JOURNAL ENTRIES 
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■ (d) Suspenses A/c Dr. 

To Returns outwards A/c 

(Being the total of Purchases Returns 
omitted to be posted in the ledger 
account, now corrected) 


( e ) Purchases A/c Dr. 

Sales A/c Dr. 

To Suspense A/c 

(Bring rectification of entry relating to 
purchases wrongiy entered in the sales 
book, but the suppliers account 
correctly credited) 


SUSPENSE ACCOUNT 


Dr. 





Cr. 

SI. 

Particulars 

Amount 

St. 

Particulars 

Amount 



Rs. 



Rs. 


To difference in the 


(a) 

By Long & Co. 

360 


Trial Balance 

250 

(b) 

By Short & Co. 

75 

(c) 

To Rent Receivable 

185 

(e) 

By Purchases A/c 

100 

(d) 

To Returns outwards 

200 

(e) 

By Sales A/c 

100 



635 



635 


Problem 11. On 

finalising 

the 

books of accounts 

of Mr. 


Accountant you come across the following '• — 

The trial Balance as at 31st December 1980 was cut by Rs. 9991, 
excess credit. 

The difference has been posted to a Suspense Account. 

The following information is available : — 

(!) An amount of Rs. 1,500 was received by the Bank from Mr. 
Goyal on 30th December 1980, but had been entered" in Cash Book on 
3rd January 1981. 

(2) The total of Returns Inward Book for December had been 
-cast Rs. 1000 short. 


RECTIFYING ENTRIES 


Rs. Rs. 

200 

200 


100 

100 

200 
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(3) An office table purchased costing Rs. 750, had been passed 
through Purchases Day Book. 

(4) Wages Rs. 250 paid to carpenters for making a show case has 

been debited to Wages Account. ’ 

(5) Purchases, of Rs. 5,698, posted to creditors’ account as Rs. 5,689. 

(6) Discount account has been debited with Rs. 300, being a cheque 
for the amount received from Mr. A.K. Jain, a customer, dishonoured. 

(7) Rs. 1,500 paid to Mr. Accountant, the proprietor for his 
persona! use, has been debited to sundry expense account. 

(8) Goods returned by a customer amounting to Rs. 260, were 
taken into stock. However no entry has been passed in the books. 

(9) Goods sold on credit amounting to Rs. 4,500 to M/s. Shah &. 
Co., was credited to their account. 

Pass Journal entries to rectify the above with full narration and 
show “Suspense Account”. 

{I.I.B. Part /, November 1981 > 


Solution : 

RECTIFYING JOURNAL ENTRIES IN THE BOOKS 
OF MR. ACCOUNTANT 


SI. Particulars L.F. Debit Credit 

Amount Amount 


(I) Bank A/c Dr. 

To Goyal’s A/c 

(Being the amount collected by Bank 
from Mr. Goyal on 30-12-1980, 
recorded) 


Returns Inward A/c 

Dr. 

To Suspense A/c 


(Being the undercasting 
inward book, rectified.) 

of Returns 

Furniture A/c 

Dr. 

To Purchases A/c 


(Being purchase of an office table, 
being capital expenditure recorded m 
the Purchases day book, rectified) 


Rs. Rs. 
1,500 

1,500 


1,000 

1 , 000 ' 


750 

750 
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<4) 


I 


<5) 


< 6 ) 


'( 7 ) 


< 8 ) 


< 9 ) 


* 


Furniture A/c Dr. 

To Wages A/c 

(Being amount incurred for making a 
show case, capital expenditure, wrong- 
ly Heated as a revenue expenditure 
and debited to the wages account, 
rectified) 


Rs. Rs. 
250 

250 


Suspense A/c Dr. 

To Creditors’ Personal A/c 

(Being purchases of Rs. 5,698 recorded 
correctly in the Purchases book, but 
wrongly posted to the creditor’s per- 
sonal account as Rs. 5,689. now recti- 
fied) 


9 



A.K. Jain’s A / c Dr. 

To Discount A/c 

(Being cheque of the party dishonoured 
but discount account was debited 
instead of debiting the party’s account, 
now corrected) 


300 


300 


Drawings A/c Dr. 

To Sundry Expenses A/c 

(Being amount paid to the proprietor 
debited to the Sundry Expenses 
Account instead of debiting the Draw- 
ings Account of the proprietor, now 
rectified) 


1,500 


1,500 


Returns Inward A/c Dr. 

To Customer’s Personal A/c 

(Being goods returned by the customer 
not recorded, now entered in the 
books) 


260 


260 


Shah & Co, Dr. 

To Suspense A/c 

(Being goods sold for Rs, 4,500 correct- 
ly recorded in the sales book, but the 
amount was posted to the credit side 
of their account, instead of being debi- 
ted, now rectified) 


9,000 - 

9,000 
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Dr. SUSPENSE ACCOUNT Cr . 


SI. 

Particulars 

Amount 

SL 

Particulars 

Amount 



Rs. 



Rs. 


To Difference in the 


(2) 

By Returns Inward 

1,000 


Trial Balance 

9,991 

W 

By Shah & Co. 

9,000 

(5) 

To Creditor’s Personal 




A/c 

9 






10,000 



10,000 


Problem 12- The Trial Balance of Lookwell Co. Ltd., taken out 
as on 3lst December 1981 did not balance and the difference was entered 
in Suspense A/c. The following mistakes were traced out subsequently : — 

(1) Sales Day Book total for October was undercast by Rs. 1,000. 

(2) Purchase of a new equipment costing Rs. 9,47575 has been 
posted to Purchases A/c. 

(3) Discount received of Rs. 1,250 and Discount allowed of Rs. 850 
in August 1981 have been posted to wrong sides of Discount A/c. 

(4) A cheque for Rs. 1,025 received from Mr. Straightforward for 
goods sold to him on credit earlier, though entered correctly in Cash 
Book, has been posted in his account as Rs. 1,052. 

(5) Stocks worth Rs. 2,500 taken for personal use of Mr. Dynamic, 
the Managing Director, has been entered in sales Day Book. 

(6) While carrying forward, the total in Returns Inward Book has 
been taken as Rs. 674 instead of Rs. 647. 

(7) An amount of Rs. 775 paid to the cashier Mr. Spendthrift, as 
salary for November 1981 has been debited to his personal account as 
Rs. 757. 

Please pass the Journal entries (with all narration) and draw up the 
suspense A/c. 

{I.I.B. Part I, November 1982 ) 

Solution: 

RECTIFYING JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

’ Amount Amount 


Rs. Rs. 

(1) Suspense A/c Dr. 1,000*00 ^ 

To Sales A/c l.OGO OO 

, (Being the mistake in totalling the Sales 
Book for the month of October, correc- 
ted) 
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Rs. Rs. 

Office Equipment A/c Dr. 9,475*75 

To Purchases A/c 9,475*75 

(Being the capital expenditure incur- 
red for purchasing new equipment 
wrongly debited to Purchases account, 
now rectified) 


(3) Suspense A/c Dr. 

To Discount A/c 

(Being discount received Rs. 1,250 
wrongly debited instead of being credi- 
ted, creating a suspense account credit 
balance of Rs. 2,500. Further, dis- 
count allowed Rs. 850 wrongly credi- 
ted instead of being debited, creating a 
suspense account debit balance . of 
Rs. 1,700. Hence, Suspense account 
is debited for the difference of Rs. 800 
. and discount account is credited for 
rectifying the net effect in the discount 
account) 


800*00 

800*00 


(4) Straightforward’s A/c Dr. 

To Suspense A/c 

(Being the excess credit given in the 
account of Mr. Straightforward, i.e,, 
Rs. 1,052 credited in place of Rs. 1,025 
to be credited, now corrected) 


(5) This entry will not affect the Suspense 
account. The amount is to be debited 
to the Drawings account of the 
Managing Director and is correctly 
credited in the Sales Day Books. 
Value of stock will automatically 
reduce by Rs. 2,500) 


27 


27 


(6) Suspense A/c Dr. 

To Returns Inward A/c 

* (Being the mistake in carry forward of 

totals in the Returns Inward Book, i.c., 
taken as Rs. 674 instead of Rs. 647, 
rectified) 


27 


27 
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Rs. Rs. 


(7) Salary A/c Dr. 

To Spendthrift’s A/c 
To Suspense A/c 

(Being Salary amounting to Rs. 775 
paid wrongly debited to the personal 
account of the employee as Rs. 757, 
corrected by crediting the difference in 
Suspense A/c) 


Dr. 

SUSPENSE ACCOUNT 

Cr. 

Si 

Particulars 

Amount 

Si 

Particulars 

Amount 



Rs. 



Rs. 

(it 

To Sales A/c 

1,000 


By Balance b/d 


(3) 

To Discount A/c 

800 


{ Balancing figure) 

1,782 

(6) 

To Returns Inward 

27 

(4) 

By Straightforward’s A/c 27 

(7) 

To Spendthrift’s A/c 

757 

0) 

By Salary 

775 



2.S84 



2,584 


757 

18 


Problem 13 The following errors were committed by the Accoun* 
tant of Gccta Dvc chcm . 

(n) Cash Rs 350 paid to Triman Chemicals posted as Rs. 530. 

( b ) Purchase of stationery worth Rs. 150 remained unposted from 
the cash book. 

(c) Rs. 260 paid for purchase of new office furniture was charged 
to office expenses account (ignore depreciation). 

(d) Credit sales to Tnvedi and Co. of Rs. 300 was posted to the 
credit of their account, 

(c) A purchase of Rs. 420 from Mantri and Co , was passed through 
the sales day book as Rs. 240. 

How would you rectify these errors assuming that : — 

(0 they were detected before preparing trial balance. 

(/i) they were detected after preparing trial balance, but before 
preparing final accounts (the difference being taken to suspense account). 

(Hi) they were detected 3ftcr preparing final accounts. 

•' ( Karroliort to Journal Entries not required). 

{! 1 B. Pt1,t 1 * nr}i 70701 
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JOURNAL ENTRY 


G0.1M pi,. . ' iii/uai 

Bhavv ani Adarsh Nag# 

J^lr US-302 004. 


Date Particulars 

L F. Debit 

amount 

Credit 

amount 


Rs. 

Rs. 

Office furniture a/c Dr. 

260 


To Office expenses a/c 
(Being purchase of office furniture 
wrongly debited to the office expen- 
ses account instead of office furni- 
ture account, now rectified) 


260 


(rf) Credit sales of Rs. 300 to Trivedi & Co. and has correctly been 
cmcred in the Sales Book, but it is posted to the credit of their account 
instead of being debited. To correct the error, double of the amount. 
(Rs 600) will be posted to the debit of their account, so that the wrong 
credit of Rs 300 is converted into the debit of Rs. 300. 

TRIVEDI AND COMPANY’S ACCOUNT 
Dr. Cr. 


Date Particulars L.F. A mount Date Particulars L.F. Amount 


To wrong side 
posting of sale 
of Rs. 300 
on , now 

rectified 600 


(e) The error is that there is a wrong debit of Rs. 240 in the 
account of Mantri & Co. instead of credit of Rs. 420. Further, excess 

« • • - 1 Rs. 240 and purchases have been 

« entry will be to credit Mantri & 

. ■ and Sales accounts with Rs. 420 

and Rs. 240 respectively. 

The following three entries make this clear : 


Wrong Entry : Mantri & Co. 

To Sales a/c 


Dr. 240 

240 


Correct Entry : Purchases a/c 

To Mantri & Co. 


Dr. 420 

420 


Rectifying 

Entry 


Purchases a/c Dr. 

Sales a/c Dr. 

To Mantri &. Co. 


420 

240 

660 
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rectifying entries 


m RECTIFICATION OF ERRORS AFTER PREPAIRING 
TRIAL BALANCE. BUT BEFORE PREPARING 
FINAL ACCOUNTS 

If an error is discovered after the dosing of the books and final 
statements of accounts have been prepared by placing the difference 
of the trial balance to the Suspense Account, one-sided errors are 
corrected by passing rectifying journal entries, wherein the account in 
•which error lies is given a further debit or credit as required, and the 
other aspect of the journal entry is covered by giving credit or debit to 
the Suspense account. Two-sided errors are rectified in the same way as 
they would have been rectified before preparing trial balance. 

RECTIFYING JOUNAL ENTRIES 


SI, Particulars L.F. Debit Credit 

Amount Amount 


(a) 


(b) 


to 


id) 


(c) 


Rs. 

Suspense A/c Dr. 180 

To Triman Chemicals 
(Being cash payment of Rs. 350 to 

them on wrongly posted to their 

account as Rs. 530, now rectified) 

Stationery a/c Dr. 150 

To Suspense A/c 

(Being stationery purchased correct'y 
recorded in the cash book, but the 
same remainded unposted, now 
corrected. 

Office furniture A/c Dr. 260 

To Office expenses a/c 
(Being purchase of office furniture 
wrongly debited to office expenses 
account, rectified 


Trivcdi and Co. Dr. 600 

To Suspense a/c 

(Being credit sales of Rs. 300 recorded 
correctly in the sales book, but posting 
is made on the wrong side in their 
account, now rectified) 


Purchases A/c Dr. 

Sales a A P) r 

To Mantri & Co. 

(Being purchases of Rs. 420 from them 
wrongly recorded in the sales day 
book as Rs. 240, now rectified) 


240 

420 


Rs. 

180 


150 


260 


600 


660 
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(Hi) RECTIFICATION OF ERRORS AFTER PREPARING 
FINAL ACCOUNTS 

At this stage the correction relating to errors affecting nominal 
accounts is carried out through profit and loss adjustment account. 
Balance of profit and loss adjustment account is then transferred to the 
capital account/s after the rectification of all the errors. The use of 
suspense account is also made wherever necessary. 

By adopting this method, the businessman is able to rectify the 
errors of last year in such a way, that profit or loss of the current year is 
not influenced. 


RECTIFYING JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount Amount 


(c) Suspense A/c Dr. 

To Triman Chemicals 

(Being cash payment of R$. 350 to 

them on wrongly posted to their 

account as Rs. 530, now rectified) 


(fe) Profit Sc Joss adjustment A/c Dr. 
To Suspense A/c 

(Being purchase of stationery on..., 
correctly recorded in the cash book 
but remained unposted, now corrected) 

(c) Office Furniture A/c Dr. 

To Profit & Loss Adjustment A/c 
(Being purchase of office furniture 

on wrongly debited to office 

expenses account, now rectified. De- 
preciation ignored) 


( d ) Tritcdi and Co. Dr. 

To Suspense A/c 

(Being credit sales of Rs. 300 on... , 
recorded correctly m the sales book, 
but posting is made on the wrong side 
in their account, now rectified) 


Rs. Rs, 

180 

180 


150 


150 


260 


600 


600 
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Rs. Rs. 


(e) Profit & Loss Adjustment A/c Dr. 660 

To Mantri & Co. 

(Being purchases of Rs. 420 from them 

on wrongly entered in the sales 

day book as Rs. 240. now corrected) 


(/) Capital A/c Dr. 550 

To Profit & Loss Adjustment A/c 
(Being the net result of rectification 
of errors of the last accounting period 
transferred to the capital account 
without affecting the profit or loss of 
the current period) 


660 


550 


C 


PROVISION FOR DOUBTFUL DEBTS AND DISCOUNT 
ON DEBTORS AND CREDITORS 


Problem 1 . What is the meaning of bad debts ? Why is it neces- 
sary to create Reserve for : 

(o) Doubtful Debts ; (b) Discount on Debtors; and (c) Discount 
on Creditors. 

Solution: . 

Bad Debts. 

Bad Debts are irrecoverable debts from customers and are written 
off by debiting Bad Debts Account and crediting the personal accounts 
of the customers who have tailed to pay. The debit balance of bad debts 
account represents a loss and is transferred to Profit and Loss Account. 
This amount is then shown as a deduction from the amount of debtors on 
the Assets side in the Balance Sheet. 


Reserve for Doubtful Debts 

In addition to the actual bad debts, there may also be some likely 
bad debts. A scrutiny of the accounts of the individual debtors at the 
end of the period may show that the recovery of some of the debts is 
doubtful. The amount of. doubtful debts is calculated either by care- 
fully examining the position of each debtor individually and totalling 
the amount due from doubtful debtors, or bv calculatine a fixed per- 
centage of total debtors. This percentage is usually based upon the past 
experience of the business. 


When tlte provision or resene for doubtful debts is created for 
“'f Apt time. Profit and Loss A/c is debited and the Reserve for Doubt- 
lul Debts is created. Reserve for Doubtful Debts is shown in the Balance 
M,c« as a deletion f.om Sundry Debtors, us si, own on the n«t page ? 
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BALANCE SHEET 


Liabilities Amount Assets Amount 


Rs. Rs. 

Sundry Debtors 10.CC0 

Less : Bad Debts written 

off 500 


9,500 

Less : Reserve for Doubt- 
ful Debts @ 5% 475 

, ' 9,025 


Reserve For Discount on Debtors 

Usually cash discount is allowed to the customers who make the pay- 
ment of their dues within the stipulated time limit Therefore, a provision 
is made for the expected loss on account of discount, that will have to be 
allowed to the firm’s debtors on payment of their accounts. The main 
object in so doing is to see that the items of Sundry Debtors is not shown 
in the Balance Sheet at anything beyond its likely realisable amount. No 
discount is allowed on the debts that become bad. Thus, this provision is 
calculated on the amount of good debts only, / e . on the amount of 
debtors less bad debts written off less the provision for doubtful debts. 

This provision is made by way of a certain percentage on the amount 
of good debtors. Profit and Loss Account is debited and Provision for 
Discount on Debtors account is credited The credit balance of the 
Provision or Reserve for Discount on Debtors account is then shown by 
way of deduction from the item of Sundry debtors on the Assets side of 
the Balance Sheet : 


BALANCE SHEET 


Liabilities 

Amount 

Assets 

Amt'unt 


Rs. 


Rs. 



Sundry Debtors 

Less : Bad debts written off 

10,000 

500 



Less : Reserve for Doubtful 
Debts @ 5% on 

Rs. 9,500 

9,5fO 

475 



Less : Reserve for Discount 
on Debtors @2J% on 
Rs. 9.025 

9025 

226 

8,799 
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Provision for Discount on Creditors 

Prompt payments to creditors enables a businessman to receive 
discount from them. Thus Provision ior Discount on Creditors is 
provided for an expected gain in the shape of discount that will be 
received from the creditors for making timely payments to them. This is 
calculated generally by way of a certain percentage calculated on the 
balance of the creditors on the last day of the accounting period. Pro- 
vision for discount on Creditors account is debited and the Profit and 
Loss account is credited. The debit balance on Provision for discount on 
Creditors account is shown by way of deduction from the item of Sundry 
Creditors on the Liabilities side of the Balance Sheet, as shown below : 


BALANCE SHEET 

Liabilities 

Amount 

Assets 

Amount 

Sundry Creditors 

Less : Provision for Discount on Credi- 
tors @ 21% on Rs. 8,000 

Rs. 

8,000 

200 


Rs. 


7,800 




Problem 2. On 1st January 1964 Messrs Gokal & Co., had a bad 
debt provision of Rs. 650. On 31st December 1964, the total debts 
amounted to Rs 18,400 of which Rs. 400 were bad and had to be written 
o(T. The firm wants to maintain the Bad Debts Provision at 5 per cent of 
the debtors. 

# 

On 31st December 1965, total debts amounted to Rs. 10,320 out of 
which Rs. 320 had to be written off as bad debt. The provision to be 
maintained at 5% of the debtors. 

Show the Bad Debts Account and Bad Debts Provision Account for 
1964 and 1965. (I l.B. Part 1, November 1966 ) 

Solution: 

Ledger Accounts in the Books of M/s Gokal & Co. 

') Dr. BAD DEBTS ACCOUNT Cr. 


Date 

Particulars 

Amount 

Date 

Particulars Amount 

~ 1964 


Rs. 

1964 


Rs. 

Dec. 31 

To S. Debtors 

400 

Dec. 31 

By T ransfer to Bad 






debts provision A/c 

400 



400 



400 

1965 



3965 



Dec. 31 

To S. Debtors 

320 

Dec. 31 

By Transfer to Bad 






debts provision A/c 

320 



320 



320 
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Dr. BAD DEBTS PROVISION ACCOUNT Cr. 


Date 

Particulars Amount 

Date 

Particulars 

Amount 

1964 


Rs. 

1964 


Rs. 

Dec. 31 

To Bad Debts A/c 

400 

Jan. 

1 By Balance b/d 

650 

Dec. 31 

To Balance c/d 

900 

Dec. 

31 By Profit & 



(Required (S 5% 



Loss A/c 

650 


on Rs. 18 000) 



(Required to 
make up the 
balance) 



= 

1,300 



1,300 

1965 



1965 



Dec. 31 

To Bad Debts A/c 

320 

Jan. 

1 By Balance b/d 

900 

Dec. 31 

To Profit & Loss 
A/c 

(Balancing figure) 

80 




Dec. 31 

To Balance c/d 

500 





(Required, (o' 5% 
on Rs. 10,000) 

900 



900 




1966 






Jan. i 

1 By Balance b/d 

500 


Note. The amount of the prousion required has been calculated by 
deducting the amount of the bad debts from total debts. 

Problem 3. On 3lst December I%5, the debtors of Messrs 
X, Y, Z totalled Rs. 50,000 and a provision of 5% was made for bad and 
doubtful debts In 1966, total debts written off were Rs. 1,400. The 
debtors on 31st December 1966 were Rs. 40,000. In 1967, the total bad 
debts were Rs. 600 and the debtors on 31st December 1967 were 
Rs. 25 COO. The provision of bad and doubtful debts has been maintained 
at 

Show the Bad Debts and Provision for Doubtful Debts Account for 
the years 1966 and 1967. 

(/./.£. Part /- October IQ6R\ 




PRQ V,S,OS *>R ^ FUL DEBT> 


t *%<*• ° c x ’ 

— - ”777 o ate 

1966 


Dr. 

Date 

^Particulars _ 

Amount 

Rs. 

1,400 

1966 
Dec. 31 

To S. Debtors 



"*D400 



"* 1,400 


1967 


1967 


600 


CUU ^ — 

■ ACC0UNT cr - 

' PROVISION FOR ^ 

- — T " Particulars 

particulars 

Da^ 


ate Pa rtly — 1— ~1%6 Balance b/d 

ITT' ^ . .. A/c R400 Inn. 1 p ro ftt & F° ss 

? 6 * 3i To Had Debts Wc ^ Dcc . 31 By 

9cC ‘ Vi To Balance eld (Amount require 

:>ec - 31 (Balance required, (A makc up lhc 

<® 5 % on 
rs. 40,000) 


"3,400 


} 967 s By Balance b/d 
967 To ^ Debts Me 600 *«• 

>«' 3 ' 

Ale 

{Balancing A^- on 

the excess pi 150 

transferred) 

To Balance c d 


i - 

2 ,< 


*c. 31 $5®* 

rs 5 25,000 VI 5 ^- 

2,000 


tnC.S 
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Problem 4. The Sundry Debtors as at 3 1st December, 1969 were 
Rs. 40,000 and you arc required to make a 5% reserve for Doubtful 
Debts 'and also a 5% Reserve for Discount as on that day. The actual 
bad debts during the year 1970 amounted to Rs. 1,600 and the discount 
allowed was Rs. 1,700. The Debtors at the close of the year 1970 
amounted to Rs. 50,000 and Reserve for Doubtful Debts and Reserve for 
Discount are required to be maintained at 5%. 

Give Journal Entries and accounts required for both the years. 

(7.7.5. Part 7, May 1971 ) 


Solution : 


JOURNAL ENTRIES 


Date 


Particulars 


L.F. Debit Credit 
Amount Amount " 


1969 

Dec. 31 Profit & Loss A/c Di. 

To Reserve for Doubtful Debts A c 

(Being provision for doubtful debts made 
@5% on Sundry Debtors amounting to 
Rs. 40,000 as on 31.12.1969) 


Dec. 31 Profit & Loss A'c Dr. 

To Reserve for Discount on Debtors 
(Being provision for discount on debtors 
made @5% on the balance amount of 
Debtors, i.e., on Rs. 40,000— Rs. 2,000 
— Rs. 38,000) 


1970 

Bad Debts A/c Dr. 

Discount A/c Dr. 

To Sundry Debtors A,c 
(Being the amounts of Bad Debts and 
Discount allowed during the year 1970) 


Dec. 31 Reserve for Doubtful Debts Ac Dr 
To Bad Debts A c 

(Being the entry to dose Bad Debts 
account by transfer of Bad Debts to the 
Reserve for doubtful debts account) 


Rs. Rs. 
2,000 

2,000 


1,900 

1,900 


1.600 

1,700 

3,309’ 


1,600 

1,600 
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1970 ‘ Rs. 

Dec. 31. Reserve for Discount on Debtors A/c Dr. 1,700 

. To Discount A/c 

(Being the entry to close Discount 
account by transfering the account 
to the Reserve for discount on Debtors 
Account) 

Dec. 31 Profit & Loss A/c Dr. 2,100 

To Reserve for Doubtful Debts A/c 

(Being the additional provision made to 
bring the amount to Rs. 2,500, i.e., 5% 
of the Debtors of Rs. 50,000 

Old Provision : 

Less : Bad Debts 

Balance 

New Provision 
(as above) 


Total Required 


Rs. 2,000 
Rs. 1,600 

Rs. 400 

Rs. 2,100 
Rs. 2..500 


Dec. 31 Profit & Loss A/c Dr. 2,175 

To Reserve for Discount on Debtors 
A/c 

(Being additional provision for Debtors 
made 5% on the likely realisable 
value of Sundrv Debtors, i.e.. on 
Rs. 50,000 — Rs. 2.500= Rs. 47,500 

Old Provision Rs. 1,900 

Less: Discount allowed Rs. 1,700 

Balance Rs. 200 

New Provision las above ) Rs. 2,175 


Rs. 

1,700 


2,108 


2,715 


Provision required, i.e., 
5/;. on Rs. 47.500 


Rs. 2,375 
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ACCOUNTS REQUIRED FOR 1969 


Dr. 

RESERVE FOR DOUBTFUL DEBTS ACCOUNT 

Cr. 

Date 

Particulars L.F. Amount 

Dale 

Particulars L F. 

Amount 

1969 
Dee. 31 

Rs. 

To Balance c/d 2,000 

1969 
Dec. 31 

By Profit & 

Loss A/c 

Rs. 

2,000 


2,000 



2,000 

Dr. RESERVE FOR DISCOUNT ON DEBTORS ACCOUNT Cr. 

Dare 

Particulars L.F. Amount 

Date 

Particulars L.F. 

Amount 

1969 
Dee. 31 

Rs. 

To Balance c/d 1 ,900 

1969 
Dec 31. 

By Profit & 

Loss A/c 

Rs. 

1,900 


1,900 



1,900 


= ==== 



= = === 


PROFIT AND LOSS ACCOUNT 
for the year ended 31st December. 1969 


Dr. 




Cr. 


Particulars Amount 

Particulars 

Amount 


To Reserve for Doubtful 
Debts A/c 

To Reserve for Discount 
on Debtors A/c 

Rs. 

2.000 

1,900 


Rs, 

BALANCE SHEET 
as on 3!st December, 1969 

Liabilities Amount 

Assets 

Details 

Amount 

Rs. 


Rs. 

Rs. 


Sundr> Debtors : 

40.000 



Levs Reserve for 




Doubtful Debts @ 




5% on Rs. 40.000 

2,000 




33,000 



Less : Reserve for 
Discount on Debtors 
(3* 5% on Rs. 38,000 


1,900 36,100 









Qcb'-S 

ancc c, d 

a\^ cC , 

<<\rf 

50,00° 


Dec. ^ 


^voVl 

* e w\»« c 
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RESERVE FOR DISCOUNT ON DEBTORS ACCOUNT 
Dr. Cr. 


Date 

Particulars L.F. 

Amount 

Date 

Particulars L.F. Amount 

1970 


Rs. 

1970 


Rs. 

Dec. 31 

To Discount A/c 

1,700 

Jan. 1 

By Balance b/d 

1,900 

Dec. 31 

To Balance c/d 


Dec. 31 

By Profit & 



(Balance 



Loss a/c 



required @ 



(Amount 



5% on 



required to 



Rs. 47,500) 

2,375 


make up the 
balance) 

2,175 



4,075 



4,075 



= ■=» = 

1971 






Jan. 1 

By Balance b/d 

2,375 


PROFIT AND LOSS ACCOUNT 
For the year ended 31st December, 1970 
Dr. cr. 


Particulars Details Amount Particulars Amount 


Rs. Rs. 

To Reserve for Doubtful 

Debts for the period 2,500 

Add: Bad Debts during 

the period 1,600 

4,100 

Less: Reserve for Doubt- 
ful Debts as on 
1.1.1970 2,000 2,100 

To Reserve for Discount 
on Debtors for the 
period 2,375 

Add : Discount - allowed 

during the period 1,700 

4,075 

Less : Reserve for Dis- 
count on Debtors as 
. on 1. 1. 1970 1,900 2,175 


Rs. 
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BALANCE SHEET 
as on 3 1 st December, 1970 

Liabilities Amount Assets Details ' Amount 



Rs. 

Rs. 

Sundry Debtors : 

Less : Reserve for 

50,000 


Doubtful Debts @ 

5% on Rs. 50,000 

2,500 

47,500 


Less : Reserve for 
discount on Debtors 
@ 5% on Rs. 47,500 

2.375 

45,125 


Problem 5. From the following particulars prepare (I) Reserve 
for Doubtful Debts Account, (2) Reserve for Discount to Debtors and (3) 
Reserve for Discount on Creditors for both the years. 

Balances as on 1st January, 1970 : 

Reserve for Doubtful Debts Rs. 1,000. 

Reserve for Discount to Debtors Rs. 500 and 
Reserve for Discount on Creditors Rs. 400. 

Total Debtors as on 31st December, 1970 were Rs, 25,000 after 
writing off Bad Debts Rs. 600 and allowing discounts Rs. 200. 

Total Debtors as on 3 1st December, 1971 were Rs, 20,000 after writ- 
ing off Bad Debts Rs. 600 and allowing Discounts Rs. 50. 

Total Creditors as on 31st December 1970 and 31st December 1971 
were Rs. 15,000 and Rs. 10,000 respectively. 

Discounts received during the years were Rs. 309 and Rs. 50. 

Provide 5% as Reserve for Doubtful Debts. 2 1% as Reserve for 
Discount on Debtors and 2% as Reserve for Discount on Creditors. 

(I.I.B. Part 1, May 1972 ) 

Solution: 


Dr. RESERVE FOR DOUBTFUL DEBTS ACCOUNT Cr. 
Date Particulars L.F. Amount Date Particulars L.F. Amount 


1970 Rs. 

Dec. 31 To Bad Debts A/c 600 

Dec. 31 To Balance c/d 
(Balance 
required (b 
5% on 

Rs. 25,000) 1,250 


1970 Rs. 

Jan. 1 By Balance b/d 1,000 

Dec. 31 By Profit & 

Loss A/c 
(Amount re- 
quired to make 
up the balance) 850 


1,850 


1,850 


PROVISION FOR DOUBTFUL DEBTS 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT 



2*52 


PROVISION FOR DOUBEFUL BEBTS 


-BAD DEBITS ACCOUNT 

Dr; Cr. 


Date Particulars 

L.F. Amount 

Date Particulars L.F. 

Amount 

1970 

Rs. P. 

1970. 

Rs. P. 

Dec. 31 To Sundry 
Debtors 

600-00 

Dec. 31 By Reserve for 
Doubtful 

Debts A/c 

600-00 


■600-00 


600-00 

1971 

Dec. 31 To Sundry 
Debtors 

-600-00 

1971 

Dec. 31 By Reserve 

for Doubtful 
Debts A/c 

600'00 


600-00 


600-00 






DISCOUNT TO DEBTORS ACCOUNT 


Dr. 



Cr. 

Date Particulars 

L.F. Amount 

Date Particulars L.F. 

Amount 

1970 

Rs. P. 

1970 

Rs. P. 

Dec. 3F. To Sundry 
Debtors 

2C0 00 

Dec. 31 By Reserve 
for Dis' 




count to 
Debtors 

A/c 

200-00 


2C0Q0 


200-00 

1971 


1971 


Dec. 31 To Sundry 


Dec. 31 Bv Reserve 



JDehtots 50' CO for Discount 


to Debtors 
A c 


ffJ'CO 
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RESERVE FOR DISCOUNT ON CREDITORS ACCOUNT ■ 


Dr. 



Cr. 

Dale Particulars L.F. 

Amount 

Date Particulars L.F. 

Amount 

1970 

Rs. 

1970 

Rs. 

Jan. 1 To Balance b/d 

400 

Dec. 31 By Discount 




on Credi- 




tors A/c 

300 

Dec. 31 To Profit & 

200 

Dec. 31 By Balance c/d 


Loss A/c 


Balance ' 


( Balancing 


required © 


figure) 


2% on 




Rs. 15,000) 

300 


600 


600 


B==3 



1971 


1971 


Jan. 1 To Balance b/d 

300 

Dec. 31 By Discount 



on “Creditors 

A/c 50 


Dec. 31 By Profit & 

Loss Account 
( Balancing 

figure) 50 


Dec. 31 By Balance c/d 




(Balance 
required @ 

2% on 

Rs. 10,000) 

• 200 


300 


300 

1979 

Jan. 1 To Balance b/d 

200 



DISCOUNT ON CREDITORS ACCOUNT 


Dr. 



Cr. 

Date Partlailars L.F. 

Amount 

Date Particulars L.F. 

Amount 

1970 

Rs. 

1970 

Rs. 

Dec. 31 To Reserve 

for Discount 
on Creditors 
A/c 

300 

Dec. 31 By Sundry 
Creditors 

300 


300 


300 
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Dr. 

DISCOUNT ON CREDITORS ACCOUNT 

Cr. 

Date 

Particulars L.F. Amount 

Date Particulars L.F. 

Amount 

1971 

Rs. 

1971 

Rs. 

Dec. 31 

To Reserve for 

Dec. 31 By Sundry 

50 


Discount on 

Creditors 


Creditors A/c 50 




50 


50 




== 


Problem 6. On 1st January 1975, the Provision for Bad Debts 
account showed a credit balance of Rs. 3,600. During the year the bad 
debts amounted to Rs. 2,800. The Debtors on 31st December, 1975 
amounted to Rs. 96,000 and a provision of 5% for Doubtful Debts was 
maintained. 

In 1976, the bad debts amounted to Rs. 1,200 and the Debtors at 
the end of the year amounted to Rs. 50,000 on which a provision of 5% 
for bad debts was to be maintained. 

Show for the years 1975 and 1976,: ' 

(/) Provision for Doubtful Debts Account, and 
(//) How the relevant items will appear in the Profit and Loss 
Account and Balance Sheet. (I.I.B. Part I. May, 1977} 

Solution : 

(i) PROVISION FOR DOUBTFUL DEBTS ACCOUNT 
Dr Cr. 


Date Particulars L.F. 

Amount 

Date 

Particulars L.F . 

Amount 

1975 

Rs. 

1975 


Rs. 

Dec. 3 1 To Bad Debts A/c 

2,800 

Jan. 1 

By Balance b/d 

3,600 

Dec. 31 To Balance c/d 


Jan. 31 

By Profit & 


( Balance 



Loss A/c 


required (5> 5% 



( Balancing 


on Rs 96,000) 

4,800 


figure ) 

4,000 


7,600 



7,600 

1976 

Rs. 

1976 


Rs. 

Dec. 31 To Bad Debts A/c 

1,200 

Jan. 1 

By Balance b/d 

4,800 

Dec. 31 to Profit & Loss 





A/c ( Balancing 





Figure) 

1,100 




Dec. 31 To Balance c.d 





(Balance 





required 67 5% 





on Rs, 50,000) 

2,500 





4,800 



4.800 


~ rr rrr 

1977 


; 



Jan. 1 

By Balance b/d 

2.500 


provision for doubtful debts 
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PROFIT AND LOSS ACCOUNT 
For the year ended 31st December, 1975 


Dr. 


Cr. 

Particulars Details 

Amount Particulars 

Amount 

Rs. 

To Provision for Doubt- 
ful Debts for the 
period 4,800 

Rs. 

Rs. 

Add : Bad Debts during 

the period 2,800 



7,6C0 



Less : Provision for 

doubtful debts as 
on 1,1.1975 3,600 

4,000 


, PROFIT AND LOSS ACCOUNT 

For the year ended 31st December, 1976 


Dr. 


Cr. 

Particulars Amount Particulars Details 

Amount 


Rs. Rs. Rs. 


By Provision for 
Doubtful Debts as 
on 1.1.1976 4,800 

Less : Bad Debts 
during the period 1,200 

3,600 

Less : Provision for 
doubtful debts pro- 
vided on 31.12.76 2,500 1,100 


BALANCE SHEET 
as on 3 1st December, 1975 

Liabilities Amount Assets Details Amount 


Rs. Rs. Rs. 

Sundry Debtors 96,000 

Less : Provision for 
Doubtful Debts 

@5% 


4,800 


91,200 
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BALANCE SHEET 


as on 31st December, 1976 


Liabilities Amount Assets 

Details 

Amount 

Rs. 

, Rs. 

Rs. 

Sundry Debtors 

50,000 


Less : Provision for 



Doubtful Debts @ 



5% 

2,500 

47,500 


Problem 7. From the following information pass the relevant 
entries in the Journal of Midland Ltd. ( Narration not necc-stary) ; 

Rs. 

(/) Debtors as on 31st December, 1976 
(including Rs. 1,000 which are bad 

debts) ... 41,00ft 

( ii ) Balance as on 3 ! st December, 1976: 

Provision for bad debts a/c ... 3,900 

Provision for discount a/c ... 1,000 

(//i) Provisi''" .‘or bad debts is to be 
maintained at 10% on Debtors 
(fv) Provision for discount to be allowed 
is to be maintained at 2£% on 
debtors. 

(Show vour workings) 

{[.LB Part / November, 1977) 

Solution: 

JOURNAL ENTRIES IN THE BOOKS OF 
M/S. MIDLAND LTD. 

Date Particulars L.F. Debit Credit 

Amount Amount 

Rs. Rs. 

1.000 

1,000 


100 

100 


i 976 

Dec. 31 Bad Debts A c Dr. 

To Sundry Debtors A/c 

(Being the amount of bad deb* 
. written off) 

Dec. 31 Profit &. Loss A/c Dr. 

To Provision for bad debts A/c 
(Being additional provision made for 
doubtful debts % 10% on Rs. 40,000. 
»>., Sundry Debtors Rs. 41.000 minus 
bad-debts written olfRs. l.OOOj 


PROVISION FOR DOUBTFUL DEB IS 
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Rs. 


1976 Rs. 

Amount requited to be provided for 
bad debts — Rs. 4,000 

Less : Amount already 

provided “ Rs. 3,900 

Additional provision 

made = Rs. 100 


Dec. 3 1 Provision for Discount Afc Dr. ICO 

To Profit & Loss A/c 100 

(Being amount of excess provision 
already made, adjusted) 


Provision for discount is required to 
be made @ 2 J% on good debts 
which are Rs. 36,000, i-r.. Sundry 
Debtors Rs. 41,000 minus bad debts 
written off Rs. 1,000 minus provision 
for bad debts already provided Rs. 
3,900 minus additional provision for 
bad debts made Rs. 100. 

Amount already provided 

for discount on debtors = Rs. 1,000. 

Less : Amount required 

to be provided @ 2fc% 

on Rs. 36,000 = Rs. 900 

Amount adjusted = Rs. 100 


BALANCE SHEET OF 
M/S. MIDLAND LTD* 
as on 1st December, 1976 


Liabilities 

Amount 

Assets 

Details 

Amount 


Rs. 

Sundry Debtots 

Less : Bad debts 
written off 

Rs. 

41,000 

1,000 

Rs, 



Less : Provision 
for Bad debts @ 

10% 

40,000 

4,000 




Less • Provision 
for discount @ 2|%. 

36,000 

900 

35.100 
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Problems. On 1st January 1978. Messrs. Ramanlal and Com- 
pany had a Reserve for bad debts of Rs. 6,067 against their book debts. 
During the year ended 31st December, 1978 Rs. 6,524 proved to be bad 
'and they desire to maintain the Reserve for Bad Debts at 4 per cent on 
book debts which stood at Rs. 1 .93,5tu before writing off bad debts. 

Show .the Journal entries in the books of the firm to record these 
transactions as on 31st December. 1978. 

(I. LB. Pan 1, April 1979 ) 

Solution : 

JOURNAL ENTRIES IN THE BOOKS OF 
RAMANLAL & COMPANY 


Date Particulars L. F. Debit Credit 

Amount Amount 


Rs. P. Rs. P. 

1978 

Dee. 31 Bad debts A/c Dr. 6,524'00 

To Sundry Debtors A/c 6;524"00 

(Being the amount of bad debts 
for the year ended 31st December 
1978 written off) 


Dec. 31 Profit & Loss A/c Dr. 

To Reserve for doubtful debts A/c 

(Being the additional provision made 
to bring the amount to Rs. 7,48 1'44, 
/ c , 4% of the book debts of Rs. 


1,87,036 (R.. 1,93. 560- 

•Rs. 6,524) : 


Rs. P. 

Old provision 

6,067-00 

Add : New provision 
(as above) 

7,938-44 


14,005-44 

I jess : Bad debts 

6,524-00 

Total required 

7.48L44 

Reserve for doubtful debts A/c Dr. 


To Bad debts Afc 


(Being the entry to close bad debts 
account by Transfer of bad debts to 
the reserve for doubtful debts account) 


7,938-44 

7,938'44 


6,524-00 

6,524-00 
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RESERVE FOR DOUBTFUL DEBTS ACCOUNT 
Dr. Cr. 


Dale 

Particulars 

L.F. Amount Date 

Particulars 

L-F Amount , 

1978 


Rs. P. 1978 


Rs. P. 

Dec. 31 

To Bad debts 

Jan. 1 

By Balance 



A/c 

6-524-00 

b/d 

6,067 000 

Dec. 31 

To Balance 

Dec. 31 

By Profit & 



c/d 

7.481-44 

Loss A/c 

7.938-44 


(Amount 


(Amount 



•required! 


required to 
make up the 





balance! 




14,005-44 


14,005-44 



£= r=t= = 


aa = e 



1979 





Jan. 1 By Balance b/d 

7.48L44 


BALANCE SHEET OF M/s. RAMANLAL & CO 



as on 3 1st December, 

I97S 


Liabilities Amount 

Assets 

Detail's 

Amount 


Rs. P. 


Rs. P. 

Rs. P. 



Sundry Debtors 1,93,560-00 




Less : Bad debts 

6,524-00 




1,87,036-00 




Less : Reserve for 
doubtful debts (2) 

7,481*44 

1.79,554-56 



D 



DEPRECIATION 


Problem I. Explain the different methods of providing Depre- 
ciation. {I l D ran I. October 1972) 


Solution. All the Assets have cither a definite or an estimated 
period of utility to the business m which they are used and as ihe period 
pastes, their usefulness diminishes with the rcsuli tha: <hc> have to be 
discarded when they arc found useless. This diminution m value of the 
Assets consequent upon wear and tear. ohvMev.cn.t efflux of tine er 
permanent fall in us market value is known as Deprecation*. 

The method of pros idjr$ for depreciation -<> estimate he* *-*"> 
the Asset in question will be of use to the business anJ then to tScr 'T 
a proportionate amount to the Profit and Loss \ccount each vea'- -*■* ~ : 
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If the life is 10 years and scarp value is nil, the depreciation will be 10% 
of the cost every year. 

Diminishing Balance Method. Under this method also, the 
cost of the asset is written off over its estimated useful life. A certain 
percentage is applied to the book value at which the asset stands in the 
book in the beginning of the year. 

Depreciation at the end of first year-.-^^LS^^tSLBg; 

Depreciation at the end of second ycar= R ale 

'(Written Down Value=Original Cost — Depreciation provided). 
The procedure will be the same in the next years. 

Digits Method. The depreciation is calculated annually by the 
under-noted formula. 

D . . (Cost— Estimated scrap value) x Remaining life of the asset 

p cia to = Total 0 f fl j| d Jg)ts representing the life in years 
For example if the life of an asset is S years, the total of the digits 
is 15, /.<*„ 5+4+3+24-1. In the first year, the depreciation is 

Cost-Estimated scrap value x — . In the next year, the depreciation 

will be (Cost— Estimated scrap value) x and so on. 

Revaluation Method. The market value of the asset concerned is 
ascertained. Between the market value and the cost price, the lesser will 
be taken into account. The difference between the opening value and 
market value represents Depreciation. This method is generally used for* 
providing depreciation on assets like closing stock, loose tools and 
patents, etc 

Annuity Method. Purchase of the asset is considered as an. 
Investment and so interest is charged on the opening balance of the assets 
each year at the rale agreed upon and a fixed amount is written off from 
the asset to the debit of Profit & Loss Account by way of depreciation. 
"The amount of depreciation is ascertained by use of Annuity Tables. A 
specimen of such a table is given below : 




ANNUITY TABLE 



IVcrj 

3% 

317. 

4 Ti 

41\ 

57. 

5 

0 218355 

0*221481 

0*224627 

0 227792 

0*230975 

b 

0*142456 

0* 145477 

0 148528 

0*151610 

0*154722 

10 

0*117231 

0 120241 

0* 123291 

0 126)79 

0*129505 


This table shows how much is to be written oil each year if the cost 
is Re. !/♦ and the life and the rate of interest arc envisaged. 
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For example, if the cost of an asset is Rs. 20,000. the rate of interest 
is 5% and the life is 5 years, the annual depreciation required will be 
Rs. 4,619'50 (Rs. 20,000x0*230975). The amount of depreciation includes 
interest at the stipulated rate, which will be credited to Profit & Loss 
Account at the end of each year as shown here below : 


Dr. ASSET ACCOUNT Cr. 


Date Particulars 

L.F. Amount Date Particulars L.F. Amount 

1st 

Rs. P. 

1st. 

Rs. P. 

Year To Bank A/c 

20,000*00 

Year By Depreciation 


To Interest @5% 

1,000-00 

A/c 

4,61950 

on Rs. 20,000-00 

By Balance c/d 

16,380 50 


21,000-00 


21,00000 

llnd 


llnd 


Year To Balance b/d 

16,380 50 

Year By Depreciation 

4,619-50 

To Interest @ 5% 

By Balance c/d 

12,580*02 

on Rs. 16,380 50 

819-02 


* 


17,199-52 


17,199*52 

Illrd 


Illrd 


Year To Balance b/d 

12,5S0"02 

Year By Depreciation 

4,619-50 

To Interest @5% 


By Balance cl d 

S,5S9*52 

on Rs. 12,580 02 

629-00 




13,209-02 


13,209*02 


m =: =: 


*=■ = — = = 

IVth 


IVth 


'ear To Balance b/d 

8,589*52 

Year By Depreciation 

4,619-50 

To Interest Cm 5% 


By Balance c/d 

4,399-50 

on Rs. S.589-52 

429-48 


9,019-00 


9,019-00 

Vth 

Rs. P. 

Vth 

Rs. P. 

Year To Balance b/d 

4,399*50 

Year By Depreciation 

4,619*50 

1 o Interest fS 5% 


on Rs. 4,399*50 

220-00 
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PROFIT & LOSS ACCOUNT 


Year 

Particulars 

Amount 

Year 

Particulars 

Amount 

1st 

To Depreciation 

Rs. P. 
4,61950 

1st 

By Interest 

Rs. P. 
1.00000 

Ilnd 

To Depreciation 

4,619*50 

Ilnd 

By Interest 

819-02 

Illrd 

To Depreciation 

4,61950 

Illrd 

By Interest 

62900 

IVth 

To Depreciation 

4,619*50 

IVth 

By Interest 

429-48 

Vth 

To Depreciation 

4,619*50 

Vth 

B> Interest 

220-00 


Sinking Fund Method. The asset is allowed to stand in the books 
at its original cost. A fixed amount is provided as depreciation and is 
debited to the Profit and Loss Account each year: and a corresponding 
amount of cash is invested every year in gilt-edged securities, the amount 
being such as will, during the life of the asset accumulate at compound 
interest to the sum required to replace the asset. This amount is deter- 
mined with the help of Sinking Fund Table. A specimen of Sinking Fund 
table is given below : 


SINKING FUND TABLE 


Years 

3% 

31% 

4% 

41% 

5% 

5 

0188350 

0186481 

0-184627 

0 182792 

0-180975 

8 

0 112456 

0 110477 

0 108528 

0*106610 

0-104722 

10 

0087231 

0085241 

0083291 

0-0S1379 

0079505 


The table shows how much amount is to be invested if Re. I/- is to 
be collected within n certain period, if interest can be earned at a certain 
Stipulated rate 


For example, if the interest is receivable @ 5%, the estimated Jife- 
of the asset is 5 years, and the value of the asset is Rs. 20,000, the annual 
amount required will be Rs. 3,619 50 (0 180975 x Rs. 20,000). If this 
amount is invested each year and the interest received @ 5% p.a. is also 
reinvested, at the end of 5 vears Rs. 20,000 will be available. The annual 
amount will be the amount of the annual depreciation. 

DEPRECIATION FUND A/C 


Date Particulars Amount Date Particulars Amount 

Rs. P. 1st Rs. P. 

3,619 50 Year B> Depreciation 3,619'50 

3,619 50 3 619 50 


1st 

Year To Balance c/d 
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2 -r-4 


Tear To Balance c/d 

7,419-97 Year By Balance b/d 

3,619*50 

By Interest on 
Depreciation 



Fund Invest- 
ment A/c @ 

5% on 



Rs. 3,619-50 

180 97 


By Depreciation 

3,619-50 


— 

— — 


7,419-97 

7,419'97 


ri: = r= =s 

3= ===== =*= 

3rd 

3rd 

7,419-97 

Year To Balance c/d 

L410"45 Year By Balance b/d 

By Interest on 
Depreciation 
Fund Investment 

* 

A/c @5% on 

370-98 


Rs. 7,419-97 


By Depreciation 

3,619-50 


1 1.410-45 

11,410-45 


e- nr trr — 

«r= nr: rerr 

4th 

4th 


Year To Balance c/d 

1 5, 600'47 Year By Balance b/d 

By Interest on 
Depreciation 
Fund Investment 
A/c @ 5% on 

11,410-45 


Rs. 11,41045 

570-52 


By Depreciation 

3,619*50 


15.600-47 15,600-47 

5th 5th 

Year To the Asset A/c . 20 , 000‘00 Year By Balance b/d 15,600 47 

By Interest on 
Depreciation 
Fund Investment 
A/c @ 5% on 
Rs. 15,600-47 780-03 

By Depreciation A/c 3,619'50 

20.C0O-CO 20,000-00 


Insurance Policy Method. 

the amount required to replace the 


An insurance policy is taken out for 
Asset at the end of the period of its 
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■effective life. The amount of the premium payable to the Insurance 
Company each year is provided as depreciation. 

Depletion Method. The total cost of the mine or quarry (where 
thii method is used) is divided by the estimated quantity of coal or other 
minerals to be raised in order to calculate the rate of depreciation per 
tonne. This rate is multiplied by the output of coal or minerals during a 
particular period, which is the amount of depreciation to be charged on 
that mine or quarry during that period. 

Machine Hoar Rate Method. The total cost of the machine is 
divided by the number of estimated hours of the life of machine, in 
order to calculate the rate of depreciation per hour. This rate is multi- 
plied by the working hours of the machine during the period, which gives 
the amount of depreciation to be charged. 

Depreciation on Replacement Cost. In times of rising prices, 
for the purpose of calculating the amount of depreciation to be charged 
each year, the replacement cost of the asset at the end of its effective 
Jife is taken into account. This will insure sufficient fund to replace the 
old asset at the end of its working life. 

Problem 2. A company whose accounting year is the calender year, 
purchased on 1st April 1967 machinery costing Rs. 30,000. 

It purchased further machinery on 1st October 1967 costing 
Rs. 20,000. and on 1st July 1968 costing Rs. 10,000. 

On 1st January 1969. one-third of the machinery which was instal- 
led on 1st April 1967 became obsolete and was sold for Rs. 3,000. 

Show how the machinery account would appear in the books of 
the company. The depreciation be charged at 10% p a. 

(/ IB. Part I, November J970) 

"Solution: 

In the Books of the Company . 

MACH1NTRY ACCOUNT 


Dr. 


Amount 


Cr. 

Date 

Particulars 

t Date 

Particulars Amount 

1967 


Rs. 

1967 

Rs. 

April 1 

To Cost of 


Dec. 31 

By Deprecia- 

Machinery 



tion : @ 10% 


Purchased 

30,000 


on Rs. 30,000 

Oct. I 

To Cost of 



for 9 months 


Machinery 



Rs 2,250 and 


purchased 

20.0C0 


<§ 10% on 


* 



Rs. 20,000 





for 3 months 





Rs 500) 2.750 




Dec. 31 

By Balance c,'d 47.250 



50,000 


50 000 
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1968 
Jan. 1 
July. 1 


1969 
Jan. 1 


Rs. 1968 


Rs. 


To Balance b/d 47,250 
To Cost of 
Machinery 
purchased 10*000 


57,250 


Dec. 31 By Deprecia- 
tion : @ 10% 
on Rs. 47,250 
for 1 year 
Rs. 4,725 and @ 
10% on 

Rs. 10,000 for 6 
months 
Rs. 500) 

Dec. 31 By Balance c/d 


5,225 

52,025 

27,250 



1969 


To Balance 

Jan. 1 

By Machinery 

b/d 

52,025 

sold 


Jan. 1 

By Loss on 

Machinery 

sold 

Oripinal Cost 10,000 


3,000 


Less : Depre- 
ciation provi- 
ded for 9 
months in 
1967 @ 10% 
on Rs. 10,000 750 


NV.D.V. 9,250 


Less : Dcprc- 
. ciation provi- 
ded for one 
year in 1968 
@ 10% on 

Rs. 9,250 925 


Written down 
Value of 

machinery sold 8,325 
Less : Sale 

proceeds 3, 000 5,325 


I ota I c/d 52,025 


Total c/d 8,325 



DEPRECIATION 


Rs. 

52,025 


Total b/fd 


2-67 
Rs. 

Total b/fd 5,325 

Dec. 21 By Depreciation @ 

10% on Rs. 43,700 
i.e., Rs. 52,025 — 

Rs. 8,325, the 
W.D.V. of machine 
sold) 4,370 

Dec. 31 By Balance c/d 39,330 

52,025 52,025 


1970 

Jan. 1 To Balance b/d 39,330 
Note : 


THE EXISTING MACHINERY CONSISTS OF 


Deteof Details 

Purchase 

Original 

Depreciation Pro 

r ided 

Written 

Cos t 

1967 

196S 

1969 

Down Value 



31.12.im 

*■ *-lM7 Two-third of 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

U0.957SS 

1- 7.1965 Machinery 

20,000 

1,500 

1,850 

1,665 

14.9S5 

20,000 

500 

1,950 

1,755 

15,795 

10,000 


5C0 

950 

S, 550 


50,000 

2,000 

4,300 

4,370 

39,330 

1.4.1957 Dcprcciaiion 

==== = 

= ==== 

= ==== = 

= = = 


on Machinery 
sold 

10.000 

750 

925 

— 

8.325 


{Written 
Down 
Value 
as on 

3 f .12.1968) 


°klem 3. A Company, whose accounting year is calendar year, 
purchased on 1st April 1973 machinery costing R<- 30,000. It purchased 
rllWr machinery on 1st October 1973, costing Rs. 20.CCO 
... . On 1st January 1975, one-third of the machinery installed on 
April 1973 became obsolete and was sold for Rs. 3,000- 

iiw Dc P*«iaUon is being written off on fixed instalment system at 
per annum. 

«'r,«.^^ rC C- arc Machinery Account as would appear m the lejgcr of the 
company for the years 1974 and 1975. U / B. Pan / Slav I9?6i 

UK. 4*13-9 


Dr. 


machinery account 



1973 

A P r * 1 To Cost of 
Machinery 

^ purchased *5n nnn 
0c ‘- I To Cost of ,00 ° 

Machinery 

purchased 20,000 

50,000 

1974 

Jan * 1 To Baisr.cc b/d 47.250 


1973 

R Q 

D ° C ‘ 31 '-yDcpreciaiion 2 7 50 
<@ 10% P.a. on ' ° 
^s. 30,000 for 9 
months R s . 2,250 
an d@I0% p . a . 

^ Rs. 20,000 for 
3 months Rs. 500) 

DCC ' 31 B >’ Balance c/d 47<sso 


1975 

Jan * 1 To Batr.ee .y^ 


47,250 


12,259 


1974 

Dcc ‘ ~ 3 Depreciation 

(@1Q% p.a. on 

1 ie tol al orieinal 
cost of machinery 
°n fixed j nstal- 
mem system, / 
onRs. 50,000) ’ 

% Ra7a nee c/d 


50,000 


5,000 


1975 

3a n. 
-/an. 


*53,250 


42.250 

47.250 


3 nV fl c,3mcr y sold * ooo 

Loss on Machi- ,UU0 
m . "cry sold ; 

Original cost 

Dcp. for 

D 'l>- 74 fsS 

W.D.V. 

Sale pro 
ceeds 


8.250 

Jf00 5,250 
ToLl1 c/fd S. 250 


7o?a.I c/fd 
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1975 Rs. 1975 R$. 

Total b/fd 42,250 Total b/fd S.250 

Dec. 31 By Depreciation 
(@ 10% on the 
orig. cost of the 
remaining machi- 
nery, i.e., Rs. 50,000 
minus Rs. 10,000 




“Rs. 40,000) 
Dec. 31 By Balance c/d 

4,000 

30,000 



42,250 

42,25.0 

1970 

Jan. 1 

To Balance b/d 

30,000 


Note : 

THE EXISTING MACHINERY CONSISTS OF 


Date of 
Purchase 

Details 

Written 

Original Depridation Fro\ldea Down Value 
Cost 1973 1974 1975 3 U 2. 1975 




Rs, 

Rs. 

Rs. 

Rs. 

Rs. 

1.4.1973 

1.10.1973 

Two-third of 
Machinery 
Machinery 

20,000 

20,000 

§§ 
in m | 

2,000 

2,000 

2,000 

2,000 

14.500 

15.500 



40,000 

2,000 

4,000 

4,CC0 

30,000 



= ===== 

= = = 

== = == 

= 

== = == 

1.4.1973 

Depreciation 
on Machinery 
sold 

10,000 

750 

1,000 


8,250 


(Written 
Down Value 
as on 1.1.1975 ) 


Problem 4. A company writes ofT depreciation on straight line 
basis on machinery at 10%. On 31st December 1975. the position was 
as under : 

Rs. 

Cost of purchases to date ... ... 52,590 

Depreciation written ofT to date ... ... 25,670 

During 1976, an addition of Rs 2,480 was made to machinery A 
machine bought in 1972 for Rs. 2,800 was sold for Rs 800 during the 
year. 

No depreciation is to be provided on assets sold during the year, 
while full depreciation is to be provided on assets acquired during the 
year. 
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You are required to show the Machinery Account for the year 1976. 
(Show your workings fully.) 

(I.J.B. Part I, November 1977) 


Solution: 

Dr. MACHINERY ACCOUNT Cr. 


Dale 

Particulars Amount 

Date 

Particulars 

Amount 

1976 

Rs. 

1976 


Rs. 

Jan. 1 

To Balance b/d 26,920 

Dec. 31 

By Depreciation 

5,507 


To Purchases 

Dec. 31 

By Sales of 



of New 


Machinery 

800 


Machinery 2,480 

Dec. 31 

By Loss on sale 
of Machinery 

By Balance c/d 

880 



Dec. 31 

22,213 


29,400 



29,400 

1977 
Jan. 1 

To Balance b/d2 2,213 





Working Note No. (1). Depreciation : 

Original cost of total machinery purchased up to 31-12-1975 Rs, 52,590 
Less : Depreciation Provided up to 31-12-1975 Rs. 25,670 


Balance brought forward as on 1st January 1976 Rs. 26,920 


Working Note No. (2). Depreciation : 

Depreciation — 10% on straight line basis i.e., on the original 

cost of Rs. 52,590. " • Rs. 5,259 

Add : Depreciation — 10% on additions made during the 

year on Rs. 2,480. Rs. 24S 


Working Note No. (3). Loss on Sale of Machinery ; 

Original Cost of Machinery purchased in 1972 
Less : Depreciation piovided 10% in 

1972 " Rs. 280 

1**73 Rs. 2S0 

1974 Rs. 280 

1975 Rs. 280 


Written down value as on 1st Januaiv 1976 
Less : Sale proceeds 

Lo'$ on sale of : h e ' ; n a e h i n e n. ' 


Rs. 5,507 
Rs. 2,800 


Rs. 1,120 


Rs. 1,680 
Rs. 800 


Rs. SS0 


depredation 

Working Note No (4). Balance carried forward : 

(o) Original Cost : 

Cost of Purchases up to 31*12-1975 
Add: Additions made during the year 

Total Purchases upto 31-12-1976 
Less : Machinery sold during the period 

Original Cost of the machinery up to 31-12-1976 

(6) Depreciation : 

Depreciation written off upto 31-12-1975 
Add : Depreciation provided during the year 1976 as per 
Working Note No. (2) 


Less : Depreriation on machinery sold during the year 
1976 a$ per Working Note No. (3) 

Depreciation provided on the machinery up to 31-12-1976 

(c) Written down value as on 31-12-1976. 

Original Cost upto 31-12-1976 as (a) abo\e 

Less ; Depreciation provided upto 31-12-1976 as (6) above 

Written down value 


Problem 5. A compan) writes off depreciation at 10% p.a. on 
the diminishing balance. On 1st January 1971 the machinery account 
showed a balance of Rs. 1,49.000. It was discovered in 1971 that : 

(a) Heavy repairs effected to Plants and Machinery (completed 
on 30th June 1969) were debited to the Machinery Account. The amount 
was Rs. 15,000 ; and 

(i>) A Machine cost Rs. 6,000 was entered in the Purchase Book on 
1st October 1969. 

The expenses on installation, Rs. 400 were debited to General 
Expenses Account. 

Necessary corrections were to be made in 1971. On 30th June 
1971 a machine which had cost Rs 20.0CO on 1st January 1969 was 
disposed of for Rs. 15,000 and anew machine costing Rs. 30,000 was 
installed on the same date, the expenses on installing the same being 
Rs. 100. ' 

Show the machinery accounts for the >ear ended 31st December 
1 971 . PUa<e sf.ow your Harking in detail. 

( Id B Part 1, November 1973) 


2-71 

Rs. 52,590 
Rs. 2,480 

Rs. 55.070 
Rs. 2,800 

Rs. 52,270 

Rs. 25,670 
Rs. 5,507 
Rs. 31,177 
Rs. 1.120 
Rs. 30,057 

Rs. 52,270 
Rs. 30,057 

Rs. 22,213 
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400 ^ il BV Dap rccia ” 
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390 


14,894 

1,42,007 


7,83,075 


7,38,075 


To , , i 41 ,007 

.VorBiog^ ^° tC Tcc icd vo pjanis aad 

-3 
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Ilf. 750) 
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•n« 
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, Working Note (6) * 

l, Cost of machine entered in the Purchase Book 

j on 1st October, 1969 Rs. 6,QtO 

I Expenses on installation debited to General 
| expenses account Rs. 4C0 

* Book valve as on 1st October, 1969 Rs. 6,400 

: Depreciation to be charged upto 31-12-1970 : 

(p 1 10% for 3 months ending 31-12-1969 Rs. 160 

■ ~ t?' 1 10% for I year ending 31-12-1970 on the 

balance of Rs. 6,240 (Rs 6,4000-Rs. 160) Rs. 624 

Rs. 784 

Book valve as on 1st January 1971 Rs. 5,616 


The value of the abovesaid machine has hcen brought into the 
books by passing the following journal entry : 

, RECTIFYING JOURNAL ENTRY 


Date Particulars 

L.F. 

Debit Credit 

Amount Amount 

1971 


Rs. Rs. 

Jan. 1 Machinery A/c 

Dr. 

5,616 

Depreciation A/c 

Dr. 

784 

To Purchases A/c 


6,000 

To General expenses A/c 


400 

Working Note (c) : 

Cost of machinery on 1st January 1969 


Rs. 20,000 

Depreciation charged upto 30th June 1971 ; 

<2 10 % for 1 year ending 31-12-1969 on 
Rs. 20,000 

Rs. 

2,000 

<2" 10% for 1 year ending 31-12-1970 on the 
balance Rs. 18,000 (Rs. 20,000— Rs. 2.000) 

Rs. 

1,800 

<?• 10 % pn. for 6 months ending 30-6-1971 on 
the balance Rs. 16,200 (Rs. 18,000— Rs. 1,800) 

Rs 

810 

Book Value as on 30.6.1971 


Rs. 4,610 

Rs. 15,390 

Sale proceeds of the machinery 


Rs. 15,000 

Loss on sale of Machinery 


Rs. 390 





2'74 


depreciation 


The following journal entry has been passed to 

sale : 

JOURNAL ENTRY 

give effect 

to the 

Date Particulars 

L.F. 

Debit 

Credit 



Amount 

Amount 

1971 


Rs. 

Rs. 

June 30 Bank A/c 

Dr. 

15,000 


Loss on sale of machinery A/c 

Dr. 

390 


To Machinery A/c 



15,390 

■Working Note ( d ) : 




Cost of Machine purchased on 30th June, 1971 

Rs. 

30,000 

Expenses on installation 


Rs. 

500 

Total cost of the Machine purchased 


Rs. 

30,500 

This has been brought into the book of accounts by passing the 

undernoted journal entry : 




JOURNAL ENTRY 



Bate Particulars 

L.F . 

Debit 

Credit 



Amount 

Amount 

1971 


Rs. 

Rs. 

, June 30 Machinery A/c 

Dr. 

30,500 


To Bank or Supplier’s A/c 



30.500 


'Working Note ( c ) : 


Value of machinery as on 1st January 1971 

Rs. 

1,49,000 

Less : Book value of machinery as on 1.1.1971 
wrongly entered in Machinery account instead 
of being charged to Repairs account — Working 



note (a) 

Rs. 

12,825 

Add: Book value of Machinery purchased on 
1.10.1969 wrongly debited to Purchases Account 
and the installation charges debited to General 

Rs. 

1,36,175 

expenses account— Working note (/>) 

Rs. 

5,616 

Less: Book value of machinery sold as on 

Rs. 

1,41.791 

1.1.1971 — Working note (c) 

Rs. 

16,200 

Book value of machinery as on 1st January 1971 

Rs. 

1,25,591 




DEPRECIATION 


2.75 

II. 

Depreciation provided @ 10% on the book 
value of the Machinery Rs. 1,25,591 for the 
)car ended 31.12.1971 

Rs. 

12,559 


Depreciation on Machinery sold ® 10% for 6 
months ending 30.6.1971— Working note (e) 

Rs. 

810 


Depreciation on Machinery purchased on 

30.6.1971 @10% p.a. for 6 months ending 

31.12.1971 on the total cost of Rs. 30, 500- 
Working note (d) 

Rs. 

1,525 


Total amount of depreciation provided for the 
year ending 31.12.1971 

Rs. 

14,894 


The journal entry for the same is : 




JOURNAL ENTRY 



Date 

Particulars L.F. 

Debit 

Amount 

Credit 

Amount 

1971 


Rs. 

Rs. 

Dec. 31 Depreciation A/c Dr. 

To Machinery A/c 

14,894 

14,894 


Problem 6. Reliance Ltd. writes off depreciation on Plant and 
Machinery at 10% pa. on the Reducing Balance Method. On 1st 
January 1976 the Plant and Machinery Account showed a balance of 
Rs. 29,800. 

It was'discovercd in 1976 that : 

(/) Repairs effected to the Plant on 30th June 1974 were debited -- 
to Plant and Machinery Account. The amount was Rs. 3,000. 

(ii) A Machine costing Rs. 1,200 was entered in the Purchases 
Book on 1st October 1974. The expenses on installation Rs 80 were 
debited to General expenses account. 

Necessary corrections were to be made in 1976. 

During the year, on 30th June, a machine which had cost Rs. 4,000 
on 1st January 1974 was sold for Rs. 3.000 and a new machine costing 
Rs. 6,000 was installed on the same date, the erection expenses being 
Rs. ICO. 

Show the Plant and Machinery Account for the >car 1976 

S/:oh’ your workings fn detail. 

(// D Part /. Ua> 1977) 

Solution. 

Working Note* : 

<1) Repairs amounting to Rs 3.C00 to the Plant on 3Cth June 1974 
wrongly debited to Plant and Machinery Account instead of being debited 
to Repairs account : 







DEPRECIATION 


2'79- 


(5) CALCULATION of depreciation to be provided 
as on 3 1st December, 1976 

(a) Book Value a*; on 31 December 1976. 


Book value of the Machinery as on 1st January, 1976 29,800*00 

Less : Amount wrongly debited to the account on 30 6.197-1, 

now rectified (Working Note No. I) 2,565*00- 

27,235-00- 

Add : Amount Wrongly charged to Purchases and General 
expenses accounts on 1.10.1974, now rectified 
(Working Note No. 2) 1,123*20 

Adjusted value of Plant and Machinery as on 1 .1.1976 28,358*20 

Less : Depreciation provided on the Machinery sold 

on 30th June 1976 (Working Note No. 3) 162 00 

28,196-20 

Less : Book value of machine sold on 30.6.1976 

(Working Note No 3) 3,078 00 

25,118*20 

Add : Machinery purchased on 30.6 1976 6,100 00 


Book value of Machinery on 31 12. 1976 

(before providing depreciation) 31,218*20 


( b ) Depreciation for the year ending 31st December, 1976 

Depreciation Of 10 % provided for 1 >car on 
Rs. 25.118-20 

Depreciation @ 10°£ provided for 6 months on 
Rs. 6,100 00 

Total Depreciation to be provided on 31 12 1975 

(c) Book Value as on 31st December. 1976 
(After providing depreciation) : 

(a) Book value before depreciation 
Less : (b) Depreciation for the >car 

Book value 


2,511*82 

305-00 

2,816-82 

31,218*20 

2.816*82 

28,401*38 
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DEPRECIATION 


JOURNAL ENTRIES 


Date 


Particulars 


T F Debit Credit 
L,t ' Amount Amount 


1976 

Dec. 31 Depreciation on Machinery A/c Dr. 
To Plant and Machinery A/c 

(Being depreciation provided on Plant 
& Machinery @ 10% for one year on 
Rs. 25,1 1S*20 and on Rs. 6,100 for 6 
months cndinc 31.12.1976, i.e,, 

Rs. 2,511 ‘82-rRs. 305-00) 


Rs. P. Rs. P- 
2,816-82 

2,816*82 


Dec. 31 Profit & Loss A/c Dr. 2,978*82 

To Depreciation on Machinery A/c 2,978*82 

(Being Depreciation provided on Plant 
& Machinery during (he year transfer- 
red to Profit & Loss A/c (Rs. 2,816*82 
-f Rs. 162*00). 


In tlic Books of Reliance Ltd. 

PLANT AND MACHINERY ACCOUNT 
Dr. Cr. 

Date Particulars Amount Date Particulars Amount 


1976 Rs. P- 1976 Rs. P. 

Jan. 1 To Balance b/d 29,800*00 Jan. 1 By P & L A/c 2.565*00 

Jan. 1 To P & L A/c 1.123*20 (Working Note 1) 

(Working Note 2) June 30 By Depreciation 

(Working Note 3) 162*00 
June 30 To Bank A/c 6,100*00 June 30 By Bank A/c 3,000*00 

(Working Note 4) By Loss on sale 

of Machinery 78*00 
(Working Note 3) 

Dec. 31 By Depreciation 

A/c 2,816*82 

(Working Note 5) 

Dec. 31 By Balance c/d 28,401*38 
37,023*20 37,023*20 


1977 

Jan. 1 To Balance b/d 28,401*38 



40 , 000-00 
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Problem 8. A company purchased a lease for -Rs. 30,000 on’t'st 
January 1976. ft is to be renewed at the end of three years. For this 
purpose a depreciation fund is established. The depreciation fund invest- 
ments will realise 5%. Sinking Fund Table shows that Re. 0*317209 
must be invested each year to obtain Rc. 1 at the end of 3 years, the rate 
of interest being 5%. 

On 31sl ‘December, 1978 the investments were realised for Rs. 19,400. 
A new lease was purchased on the same date for Rs. 35,000. The balance 
at bank before realisation of investments was Rs. 20,000, Give Journal 
entries in the books of the company. 

{U.B. Part I, October IPSO) 

Solution: 

JOURNAL ENTRIES IN THE BOOKS OF THE COMPANY 


Particulars 


L.F. 


Debit Credit 

Amount Amount 


1976 
Jan. 1 


Lease A/c Dr. 

To Bank A/c 

(Being purchase of lease os per agree- 
ment) 


1977 
Dec. 31 


Rs. Rs. 

30.000 

30,000 


Dec. 31 Depreciation A/c Dr. 9,516*27 

To Depreciation Fund Afc 
(Being the annual depreciation pro- 
vided as per Sinking Fund Table 
Rs. 30,000 x OO 1 7209) 

Depreciation Fund Investment A/c Dr. 

To Bank A/c 

(Being the purchase of investments 
against the Depreciation Fund) 


Bank A/c Dr. 

To Interest on Depreciation Fund 
Investment A/c 

(Being Interest received at the rate of 
5% on Rs. 9,516 27) 


Dec. 31 Interest on Depreciation Fund Invest- 
ment A/c Dr. 

To Depreciation Fund A/c 
(Being transfer or the interest received 
to Depreciation Fund Account) 


9,516*27 


475 81 


475 81 


9,516*27 


9,516*27 


475*81 


475*81 





depreciation 


2-S6 

Dec. 31 Depreciation A/c Dr ‘ 

To Depreciation Fund A/c 
(Being the annua! instalment of depre- 
ciation as per Sinking Fund Table 
credited to Depreciation Fund A/c) 


Dec, 31 Depreciation Fund Investment A/c Dr. 
To Bank A/c 

(Being the purchase of investments for 
the annual instalment and the interest 
received, i.e., Rs. 9,51 6*27 -i-Rs. 475'S ! ) 


197fc 

Dec. 31 Bank A/c Dr. 

To Interest on Depreciation Fund 
Investment A/c 

(Being interest received at the rate of 
5% on Rs. I9.50S' 35, i c , Rs. 9,516*27 
-f Rs. 9,992 08) 


9,516*27 


9,992-OS 


975-41 


Dee. 31 Interest on Depreciation Fund Invest- 
ment A/c Dr. 975*41 

To Depreciation Fund A/c 

(Being transfer of the interest to the 
Depreciation Fund Account) 


Dec. 31 Depreciation A c Dr. 9,51 6*27 

To Depreciation Fund A/c 

(Being the annual instalment of Depre- 
ciation as per Sinking Fund Table 
transferred to Depreciation Fund 
Account) 


Dec, 31 


Bank A c p> r< 

Tc>^ Depreciation Fund Investment 

A C 

(Being the sr:!c proceeds of invest- 
ments ) 


Depreciation Fund A c Dr. 

7o Depreciation Fund Investment A/< 
op. sale of Depreciation 


:;r,c 


!*■ 


i.f-l 


- 7 

mArrtm.cnts transferred to the 
U-prcor.tum Fund Account) 


19,400-00 


1 OS-35 


9,516-27 


9,992-OS 


975-41 


975*41 


9,51627 


19-400-00 


308-35 



DtPILECUTlOM 


287 


Depreciation Fund A/c Dr. 30,000*00 

To Lease A/c 3Q,000;00 v 

(Being the amount of the lease written 
ofF by transfer to' the f Depreciation 
Fund Account) 


Profit & Loss A/c _ . Dr. iOS'32 

• To Depreciation Fund A/c 103*32 

(Being the balance left in Depreciation 
Fund Account transferred to Profit 
& Loss Account) 


Lease A/c Dr. 35,000-00 

To Bank A/c 35.000-00 

(Being purchase of a new lease by 
insesting the sale proceeds of the eld 
lease Depreciation Fund Investments 
/.e„ Rs. 19,400 and balance from the 
bank balance) 


LEDGER ACCOUNTS IN THE BOOKS OF THE COMPANY : 

Dr. 


LEASE ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount ' 

1976 


Rs. 

1976 

Rs. 

Jan. ! 

To Bank A/c 

30.000 00 

Dec. 3 1 By Bilance c/d 

30,000 00 



“OB«l 


•»* BBM 

1977 



1977 


Jan. 2 

To Balance b,d 

30.000 00 

Dec. 31 By Balance c/d 

30,000-00 



Maau 


moeexa* 

197$ 



197 S 


Jan. 1 
Dec. 31 

To Balance b/d 
To Bank A/c 

30.000 00 

35.000 00 

Dec. 3 1 By Depreciation 
Fund 

Dec. 31 By Balance c/d 

30,000-00 
35.000 00 



65,00000 


65,00000 





cs CMR 

1979 
Jan. I 

To Balance b/d 

35.000*00 








DEPRECIATION 


in 

Dr. 

Date 


deprec iation fund account 

Particulars 


Cr. 


Particulars Amount 


Amount 


1976 

Dec. 31 To Balance 
c/d 


Rs. 

9,516-27 


1976 . . Rs ' 

Dec. 31 By Depreciation 

A/c 9,516 27 


1977 

Dec. 31 To Balance c/d 


19.508 35 


19.508-35 


1977 

Jan. 1 By Balance b/d 9,51 6’27 
Dec. 31 By Interest on 
" Dep. Fund 

Invest. A/c 475*81 
Dec. 31 By Depreciation 

A/c 9,516*27 

19,508-35 


197S 

Dec. 31 To Dep. Fund 

Invest. A c IOS'35 
Dec. 31 To Lease A/c 30,000'00 


197S 

Jan. 1 By Balance b/d 19,508*35 

Dec. 31 By Interest on 
Dep. Fund 

Invest. A/c 975'41 

Dec. 31 Bv Depreciation 

A/c 9,516-27 

Dec. 31 By P & L A/c 108' 32 


30,108-35 30,108-3: 

Dr. DEPRECIATION FUND I NVESTMENT ACCOUNT C 


Date 

Particulars 

Amount 

Date Particulars 

Amou 

1976 

Dec. 

31 To Bank A/c 

Rs. 

9,516-27 

1976 

Dec. 31 By Balance c/d 

I 

9,516- 

1977 

Jan. 

Dec. 

1 To Balance h'd 

3! To Bant: A c 

9.516-27 

9,99208 

1977 

Dec. 31 By Balance c/d 

19,505 



19.508-35 


19,50 

i O 7 S 

1 To nahr.ee b/d 

19,;CS'?3 

1978 

Dec. 31 By Bank (Sale 
proceeds) 

Dec. 31 By Depreciation 
Fund A/c (Loss) 

19,4 

1 



1 7 , 568’ 25 


19, 



DEPRECIATION 


Z'by * 


INTEREST ON DEPRECIATION FUND INVESTMENT ACCOUNT 
Dr. Cr, 

Date Particulars Amount Date Particulars 

"l977 1977 

Dec. 31 To Depreciation Dec. 31 By Bank A/c 

Fund A/c 475*81 

JS78 3978 

Dec. 31 To Depreciation Dec. 31 By Bank A/c 

Fund A/c 975*41 


Problem 9, A machine was leased for Rs. 35,000. The cost of 
erection was Rs. 5,000. The machine is to be replaced at the end of 4 
years. For this purpose on insurance policy is v taken out, the annual 
premium being Rs. 9,200. At the end of 4 years, a new machine was 
leased for Rs. 45,000. 

Please show the ledger accounts, as it would appear for 4 years. 

(а) Machinery Account. 

(б) Deprecation Fund Account. 

(c) Depreciation Fund Policy Account. 

(l.l.B. Part /, November 19SJ) 

Solution .* 

JOURNAL ENTRIES __ 

Date Particulars L~F. Debit Credit 

Amount Amount 

Rs! RsT 

40,000 

40,000 


9,200 

9,200 


9,200 

9,200 


1st Year 

Jan. 1 Machinery A/c Dr. 

To Bank A/c 

(Being the machine leased for Rs. 
35,000/- and a sum of Rs. 5,000/* 
incurred towards its erection) 

Jan. 1 Depreciation Fund Policy A/c Dr. 

To Bank A/c 

(Being the annual premium paid to 
the Insurance Company for replacing 
the machine at the end of 4th year) 

Dec. 31 Profit & Loss A/c Dr. 

To Depreciation Fund A/c 
(Being the annual depreciation Provi- 
ded equal to the amount paid for insu- 
rance premium) 


Amount 

475*81 

975*41 






2‘90 


DEPRECIATION 


Ilnd Year 

Jan. 1 Depreciation Fund Policy A/c Dr, 
To Bank A/c 

(Being the annual premium paid to 
the Insurance Company.) 


Dec. 31 Profit & Loss A/c Dr. 

To Depreciation Fund A/c 
(Being the annual depreciation provi- 
ded) 


lllrd Year 

Jan. I Depreciation Fund Policy A/c Dr. 
To Bank A/c 

(Being the annua! premium paid to the 
Insurance Company) 


Dee. 31 Profit & Loss A/c Dr. 

To Depreciation Fund A/c 

(Being the annual Depreciation pro- 
vided) 


IVih Year 

Jan. 1 Depredation Fund Policy A/c Dr. 
To Bank A/c 

(Being the annual premium paid to the 
Insurance Company) 

Dee, 31 Profit Jc Loss A 'c Dr, 

To Depreciation Fund A r c 

(Being the annual depreciation pro- 
si Jed) 

Dec. 31 Bank A/c Dr, 

To Depreciation Fund Policy A/c 

(Being the amount received from the 
insurance Company at the end of 4th 
>ear tor the replacement cf the 

Machine) 


Rs. Rs. 


9,200 

9,200 


9,200 

9,200 


9,200 

9,200 


9,200 

9,200 


9,200 

9,200 


9,200 

9,200 


40,000 


40,000 



DEPRECIATION 
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Rs. 

Dec. 31 Depreciation Fund Policy A/c Dr. 3,200 

To Depreciation Fund A/c 
(Being the profit from the policy i.e., 
claim Rs. 40,000— Rs/ 36,800, the pre- 
mium paid) 

Dec. 31 Depreciation Fund A/c Dr. 40,000 

To Machinery A/c • 

(Being the Machinery Account written 
off at its original cost by transferring 
to the Depreciation Fund Account! 


•Dec. 31 Machinery A/c Tr. 45.GC0 

To Bank A/c 

(Being a new machine leased) 


Rs. 

3,200 


40,000 


45,000 


LEDGER ACCOUNTS: 

MACHINERY ACCOUNT 


Dr. 





CV. 

Date 

Particulars 

Amount . 

Date 

Particulars , 

Amount 

1st Year 


Rs. 

1st Year 


Rs. 

Jan.- 1 

To Bank A/c 

40,000 

Dec. 31 

By Balance c/d--* 

40,000 

2nd Year 


2nd Year 



Jan. 1 

To Balancelb.'d 

40.000TDec. 3! 

To Balance c/d 

40,000 



e=can 



c "= ,ra 

3rd Year 



3rd Year 

, - . 


Jan. 1 

To Balance b/d 

40,000 

Dec. 31 

By Balance c/d 

40,000 







4th Year 



4th Year 



Jan. 1 
Dec. 31 

To Balance b'd 
To Rank A/c 

& 40,000 
45,000 

Dec. 31 

By Depreciation 
Fund A/c 

By Balance c/d 

40.000 

45.000 



85,000 



85,000 

5thJYear 
Jan. 1 

To Balance b d 

45.000 








f 


DEPRECIATiOS 


?2 

)r. 

Date 


depreciation fund account 


Cr. 

Particulars Amount 


1st Year 

Dec. 31 To Balance c/d 


2nd Year 


3rd Year 


4th Year 


Rs. 

1st Year 

Rs. 

9,200 

Dee. 31 By Profit & Loss 
A/c 

9,200 

== = == 


=== ==== 


2nd Year 

- 

18,400 

Jan. 1 By Balance b/d 

9,200 

Dee. 31 Bv Profit & Loss 

9,200 


A/c 

18,400 

3rd Year 

IS, 400 

27,600 

Jan. 1 By Balance b/d 
Dee. 31 Bv Profit Sc Lo$s 

1S,4C0 


A/c 

9,200 

27,600 


27,600 

“• — ‘ ' ~ 

4th Year 


40,000 

i Jan, 1 By Balance b/d 
Dee. 31 By Profit Sc Loss 

27,600 


A/c 

9,200 


Dee. 31 By Depreciation 

Fund Policy A/c 3,200 

40.000 40,000 


DEPRECIATION FUND POLICY ACCOUNT 


Dr. 





Cr . 

Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

It: Year 

Jan, 1 

To Bank A c 

Rs. 

9,200 

1st Year 
Dec. 3! 

By Balance c/d 

Rs. 

9,20' 

3rd Yen 
Jin. 1 
Jar.. 1 

r 

To Balance b d 
To \UrX AY 

9,20*0 

9,200 

2nd Year 
Dec. 31 

By Balance c/d 

1S,4( 



IF.4C0 



IS, 4 



DEPRECIATION 


2 V 

3rd Year 

3rd Year 


Jan. 1 To Balance b/d 
Jan. 1 To Bank A/c 

18,400 Dee. 31 Balance c/d 

9,200 • 

27,600 


27,600 

27,600 

4th Year 

e=> 

4th Year 


Jan. 1 To Balance b/d 
Jan. 1 To Bank A/c 

Dee. 31 To Depreciation 

27/00 Dec. 31 By Bank -A/c 
9,200 

40,000 


(Balancing figure 
—Profit) t 3,200 


40,000 


40,000 



[Trial Balance end preparation o f Trading and Profit end) 
Account and Balance Sheet of a Sole-Trader — Reserve) 
( cr.d Provisions — Sinking and Reserve Funds. ) 


\mS > 


' v w' 'w' « 


TRIAL balance 


Problem I. What is a Trial Balance ? Discuss the main objects 
and methods of preparing Trial Brlancc. 

Solution. In the Double entry sjstcm of book-keeping, every’ debit 
has its corresponding credit and vice-versa. 

Prom the Journal, the Double aspect of every transaction is given 
cfieci to by at once debiting one account and crediting the other account. 

from the Cash Book, the debit side represents cash receipts and in- 
cividuat transaction arc posted to the credit of their respective accounts. The 
C t. „ ?!l " c rcprc ~ cm! > C; ^b payments, and each amount paid is debited to 
<..w ; c.T'r.nl or other account concerned. The amounts as entered in the 
ta.;t or Bank columns represent themselves the debits and credits to 
...a'.t .-vccount or Bank Account. The monthly total of the debit discount 
ct.umn :s cchited to Discount Account, whereas the various personal 
cc 'f ccrncd ?- ct ^dividual credit. Similarly, the monthlv total of 

r'^t--t rv !^-! C:Cl ' C ' d COlUr, ‘. n is Crcditcd 10 D >scount Account' and the 
p-rs, n.u accounts concerned cct maividual debit. 

S !!rc ^ s ? Book, each individual item is credited to the 
'&>'.• of p'tirrt f/‘ l,lC pcriodlC t01ais of the book are posted to the 

emtome < hc p35tin ^ , arc t0 thc debit of each 
cfthcbool ' * —id Sales Account is credited with the periodic totals 


r 

O 


->n c»V‘<M °, f * * ri « of dcbi 's. there must be a cones- 

f Ike ';d‘ V f ;‘” fOT »" «K“I amount. Hence, the sums 

ruVrr C-rclodirica^uS'U of credits amount of the 

Vi !ii*n -ir» ^ > . . * *V* 


mcellcd 
are 
of all 


•" ard iin/l »V‘to* • «-j ' ’!'* a " d crcdil b ^ hnc « or totals arc noted 

-di Tr:a: Bjtcnee.’ ascertain whether they are equal, is 


a Trial Bj! s 

° l, j pc,s of Sparing a Trial Balance 

Oi 1 : 


acc T JnlS of lhc ledger. Th 

v *■ thr- tyh the 5 al lh2 Tnal Bal3nce 

W.Vt m tki JCa " ac * if the trial balance 


trial balance 
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(а) that both the aspects of each transaction are recorded, and 

(б) that the books arc arithmetically accurate. 

(3) It facilitates the preparation of Profit & Loss Account and the 
Balance Sheet. 

Preparation of Trial Balance 

A Trial Balance is usually prepared on loose sheets ruled in a form 
similar to that of the Journal, ie., with the debit and credit money 
columns side by side. Each account is given a line, and the name of the 
account is written in the particulars column. The first column is used 
for entering the folio of the ledger on which the account appears. A 
ipccimen of Trial Balance ruling is given below : - 

TRIAL BALANCE OF M/s as on 



! • 

Debit 

Credit 

l.f. 

A lame of Account 

Balance ' 

Balance 



(or Total) t 

(or Total) 


1 

Rs. P. 

Rs. P. 


A Trial Balance could be prepared in two ways: /, t 

(1) By putting both the debit side total and credit side total of each 

account. * * 

(2) By putting the net balance of the individual accounts, i.t., either 
the debit or the credit as the case may be. 

The secofld method is more commonly used in practice, as it makes, 
the calculations easy and facilitates the preparation of final statements of 
accounts. 

' An important point to be borne in mind in the preparation of the 
Trial Balance is to include the Cash balance and the Bank balance as 
indicated by the Cash and Bank columns of the Cash Book. The reason 
is, that these columns represent Cash and Bank Accounts, and it is only 
for convenience that Cash and Bank transactions are recorded in a 
separate book instead of being entered in the ledger accounts. 

Problrm 2. On 1st March 1974, the books of accounts of Mr. A 
disclosed the following position: 

Cash on hand Rs. 130 : Bank overdraft Rs. 100 ; Debtor — G. Basil 
Rs. 350 ; Stock in hand Rs 3.S60 ; Premises and fittings Rs 15.000; 
Sundry creditors— J Ram Rs 960; W. John. Rs 1,060. 

Prepare the opening Balance Sheet. Journalise the following trans- 
actions and prepare a Trial Balance as on 31st March 1974 from the 
following particulars : 





TRIAL BALANC 


_•> j 


1974 

M'-r 3 Sold on credit goods to G. Basu in 10 bags forRs. 16 
per bag- The bags were non-returnable and as sue 
R$. 2 per bag was extra charged. 

Mar. 6 W. John was paid his dues by cheque, allowed Rs. 1 
discount. 

Mar. 10 Paid wages in cash Rs. 50. 

Mar. 14 Bought on credit from J. Ram goods for Rs. 2,550 J. Rut 
allowed trade discount at 5%. 

Mar. 17 J. Ram drew a bill for Rs. 2, COO and discounted the sam 
after acceptance. 

Mar. 21 Cash sales to date amounted to Rs. 155. Paid the amoui 
into Bank with the exception of Rs. 30 which was retaine 
for office use. 

Mar. 24 G. Basu returned goods as damaged. Agreed to allo> 
him credit of Rs. 30 for the same. 

Mar. 26 Mr. A brought in Rs. 1,000 as additional Capital and pai 
the same into Bank. 

Mar. 27 Received from a sub-tenant Rs. 50 for premises sub-let. 

Mar. 29 G. Basu paid Rs. 300 on account. Paid the same ini 
Bank. 

Mar. 31 Paid in cash electric light bill Rs. 12. 
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Solution : 

BALANCE SHEET OF Mr. A 
as on 1st March, 1974 


Liabilities 

Amount 

Assets 

Amoui 

B.tr.1 overdraft 

Rs. 

100 

Cash on hand 

Rs, 

13 

Sundry creditors: 

J. Ram 

Rs. 

Debtors: 

960 

G. Basu 

35 

3,86 

15,00 

W, John 

1,060 2,020 

Stock on hand 

Capital A c 
{Balaaeiar pgure) 

17,220 

Premises and fittings 
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. OPENING JOURNAL ENTRY 


Date 

Particulars 

UF. Debit 

Credit 




Amount 

Amount 

1974 

: ' 


' Rs. P. 

Rs. P. 

Mar. 1 

Cash on hand 

Dr. 

130*00 



G. Basu 

Dr. 

350-00 



Stock on hand 

Dr. 

3.860*00 



Premises and fittings 

Dr. 

15,00000 



To Bank overdraft 



100*00 


To J. Ram 



960*00 


To W. John 



1,060 00 


To A's Capital A/c 


% 

17, 220 00 


(Being the opening Assets and Liabilities 
brought over from the previous period) 




JOURNAL ENTRIES 


s 

Date 

Particulars 


L.F. Debit 





Amount 

Amount 


1974 

Mar. 3 G. Basu Dr. 

To Sales A/c 

To Packing material sold A/c 
(Being the sale of 10 bags @ Rs. 160 
each and extra charges for empty bags 
(g Rs. 2 each) 

Mar. 6 \V. John Dr. 

To Bank A/c 
To Discount A/c 

(Being \V. John’s dues paid in full 
settlement of his account) 


Mar. 10 Wages A/c Dr. 

To Cash A/c 
(Being wages paid) 

Mar. 14 Purchases A/c Dr. 

To J. Ran 

(Being goods purchased of the worth 
of R*. 2,530 at a trade discount of 5%, 
U., Rs. 2,55000— Rs. 127 50) 


Rs. P. Rs. P. 
1,620-00 

1.600*00 

20-00 


1,060 00 

1,050-00 

1000 


50 00 

50*00 


2,422*50 

2.422*50 





TRIAL BALANCE 


3974 

Mar. 17 J. Ram Dr ' 

To Bills Payable A/c 

(Being the bill drawn by J. Ram 
accepted by us) 

Hint : For the discounting of the bill 
by J. Ram, entries will be passed only 
in his boohs 


Rs. P. 
2,000'QO 


Mnr. 21 Bank A/c L>r - 

Cash A/c Dr - 

To Sales A/c 

(Being cash sales amounted to Rs. 155 
made/ out of which Rs. 125 deposited 
into the Bank) 


125-00 

30-00 


Mar. 24 Return Inwards A/c Dr. 30 00 

To G. Basu 

(Being goods returned by G. Basu as 
damaged) 


Mar. 26 Bank A/c Dr. 

To A’s Capital A/c 

(Being further capital brought in by A 
and the same was deposited into the 
Bank) 


- 1 , 000-00 


Mar. 27 


Cash A/c Dr. 

To Rent A/c 

(Being rent received from the sub- 
tenant for premises sub-let) 


V +* 


n 


Bank A c Dr. 

To G. Basu 

(Being amount recci'.ed on account 
ttom, G Basu paid into the bank) 


Uectricits charges A c 
To Cash A c 


Dr. 


50-00 


300-00 


12*00 


Rs. P. 

2 , 000-00 


155*00 

3000 

1 , 000-00 

5000 

30000 


payment 


made for electric 


12-00 
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Ledger Account* In the Boobs or A : 

Dr. CASH ON HAND ACCOUNT . Cr. 


Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1974 


Rs. 

1974 


Rs. 

March 


March 



1 

To Balance b/d 

130 

10 

By Wages A/c 

50 

21 

To Sales A/c 

30 

31 

By Electricity 


27 

To Rent A/c 

50- 


cha ges A/c 

12 




31 

By Balance c/d 

148 



210 



210 






« ** 

1974 






April 

1 

To Balance b/d 

148 




Dr. 

CASH AT BANK. ACCOUNT 

Cr. 

Datt 

r or titulars 

Amount 

■Date 

Partieulars 

Amount 

1974 


Rs. 

1974 


Rs. 

March 


MJtrch 

•„ 

100 

21 

To Sales A/c 

125 

1 

By Balance b/d 

26 ’ 

To A’s Capital A/c 1,000 

6 

By W. John 

1,050 

29 

To G. Basu 

300 

• 31 

By Balance c/d 

' ?? 5 



1,425 



' 1.425 

1974 






April 

1 

To Balance b/d 

275 




Dr. 


G. 

BASU 


Cr. 

Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

, 1974 


Rs. 

1974 


Rs. 

March 


March 



1 

To Balance b,'d 

350 

24 

By Return 


3 

To Sales A/c 

1,600 


Inwards A/c 

30 


To Packing 


29 

By Bank A/c 

300 


material sold A/c 20 

31 

By Balance c/d 

1,640 



1.970 



1.970 

1974 






April 

1 

To Balance b d 

1.640 





Pi H.k.3 »3 — II 


22 ** 













particulars 


3. BAM - 

- — — " TT "particulars 

. Date 1 

Amount 


Amount 
Rs. B. 


To Bills Payable 

A?c 

To Balance 
c'd 


_ p 19^4 

KS * ‘ Match By Balance 

1 b/d 

2,000-00 B purchases 

„ 14 M c 

1 , 382-50 


960‘00 

2,422-50 

"1,382-50 


3,382-50 


1974 

A [ nl By Balance b/d 


\V. 3 OHM 


1,382-50 

Cr. 


Or. 

( _ M * 

,4mo«nf 

Pate 

particular 5 

Amount 

X> c 

I>3fC 

1974 

March 

6 

particular* 

To Bnnh A/c ^ 
To Discount A/c 

Rs. 

1,050 

10 

1974 

March 

1 

By Balance b/d 

I\Sf 

1,060 

1,060 


1,060 


’ vs capital account 

— ~ ^T^P°rtic^ arS 

— . , rf Amount i )aie 

Particulars ' 

- 1974 


Amount , 


- " Rs . 1974 

Ms f h By Balance b/d 

To Balance c'd lS ,-2 26 By Bank A/c 


18.220 


Rs. 

17,220 

1,000 

18,220 


1974 

f By Balance b/d 


1S,22( 


trial balance 
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Dr. 


SALES ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1974 


Rs. 

1974 

Rs. 

March 


March 


31 

To Trading A/c 

1,755 

3 By G. Basu 

1,600 




21 By Bank A/c 

125 




By Cash A/c 

30 



1,755 


T755 





*>“■=* 

Dr. 


PURCHASES ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1974 


Rj. P. 

1974 

Rs. P. 

March 


March 


14 

To J. Ram 

2,422*50 

31 By Trading A/c 

2,422*50 



2,422*50 


2,422*50 

Dr. 

STOCK ON HAND ACCOUNT 

Cr. 

Date 

particulars 

Amount 

Date Particulars 

Amount 

1974 


Rs. 

1974 

Rj. 

March 


March 


1 

To Balance b/d 

3,860 

31 By Balance c/d 

3,860 



3,860 


3,860 





— 

1974 





April 





1 

To Balance b/d 

3,860 



Dr. 

PREMISES AND FITTINGS ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1974 


Rs. 

1974 

Rs. 

March 


March 


1 

To Balance b/d 

15,000 

31 By Balance c/d 

15,000 



15,000 


15,000 









1974 

April 

1 To Balance b'd 15.0C0 





relit * Loss A.c 

20 


discount account 


Particulars 


- 0 Profit & 

Los* A; c 


Amount 


Pate Particulars 

M 6 TCh By w. 3obu 


particulars 


To Ca<>h A,c 


WAGES ACCOUNT 

-^izr^c ^ Iars 


Amount 


1974 

March 


50 31 


Bv Trading A/c 


), lf r Particulars 


mas payable account^ 
F ° r ' ia,hrs 


1 ^ 7-1 

March , o 000 

3t To lU.br.ee c.d 

2,000 


March , „ 

17 By 3. B.am 


/X \ T '^ Bv Balance b.'d 
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Dr. RETURN INWARDS ACCOUNT Cr. 


Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1974 


Rs. 

1974 


Rs. 

March 



March 


24 

To G. Basu 

30 

31 

By Trading A/c 

30 



30 



30 



** 




I)r. 


RENT ACCOUNT 

Cr. 

Date i 

Particulars 

Amount 

Date 

Particulars 

Amount 

1974 


Rs. 

1974 


Rs: 

March 


March 


31 

To Profit St Loss A/c 50 

27 

By Cash A/c 

50 



30 



50 






**- 

Dr. 

ELECTRICITY CHARGE-S 

ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1974 


Rs. 

1974 


Rs. 

March 


March 


31 

To Cash A/c 

12 

31 

By Profit St Loss A/c 12 



12 



12 



“ 



*=* 


TRIAL BALANCE OF A 
as on 31st March, 1974 


iVcmr of the account 


Cash on Hand 
Cu\h at Bank 
G. Basis 
J. Ram 

A’s Capial A'c 
Sa!r> A c 
Purchases A c 
.Mock on Hand A c 
iTcr.uvc* and Fillings A c 


Debit 

Credit 

Balance 

Balance 

Rs. P. 

Rs. V. 

148 CO 
275 CO 
1,641 oo 

I,3S2‘50 

I8.220CO 


1,755 00 


2 4'? <0 
3,860 00 

lAJ 


-3,345 50 


Ti lal c f 


-n ?‘*A“ 








To ^ b[f 

; 0 «rA A. C 

^CS / N;C ^ 

S PayaWc ^ c 

Tn \ vnT < i 5 A'C 
nun la"**' 

>nt A.c i < r 

[eciricUV <**'** /VC 


Rs. P* 

RS ’ ol 35 7*50 

o -} 345*50 21 ^ 

23,i 20-00 

10 00 

50 ' 0 ° 2,00000 

30 ‘ 00 50-00 

12-00 

o o A 3 " 7" ^0 

23 , 437*50 


___ 

. — r^c foPoNving Trial 



’urcr.u^ 

Elr - cr'c F« n(i 
Sates 

TurcVuuc returns 
Sale* returns 
Orcnint ’. Su""-F 
ClcMr.c Stock 
ExpiR'es 

Oui-nnslinc expense 
TUnV. lutbuccs 

1 lexers 
CteJ-.tor, 

■ -.1 

c.’^r'C A c (V - rl 

*-1’ j v 


60,000 

20,000 


1,000 

30,000 


1 , 00,000 

2,000 


40.000 

20.000 


2,000 

5,000 


50,000 


80,000 

30,000 


d i tTcicr.ce in books) 


94,000 

10,000 


tiijal balance 
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REVISED TRIAL BALANCE 
of 


as on 


Name of the account 

Debit 

Balance 

Credit 

Balance 


Rs. 

Rs. 

Purchases 

60,000 


Reserve Fund 


20,000 

Sales 


1,00,000 

Purchases returns 


1,000 

Sales returns 

2,000 


Opening stock 

•30,000 


Expenses 

20,000 


Outstanding expenses 


2,000 

Bank Balances 

5,000 


Assets 

50,000 


Debtors 

80,000 


Creditors 


30,000 

Capital 


94,000 

- 

2,47,000 

2,47,000 


v=.wan — 


Value of the Closing Stock at the end of the year was Rs. 40,000. 

Problem 4. From the following Trial Balance containing obvious 

errors, prepare correct Trial Balance : 




Dr. 

Cr. 


Rs. 

Rs. 

Cost of goods sold 

1,50,000 


Closing Stock 


40,000 

Debtors 


60,000 

Creditors 


3u,000 

Fixed Assets 

50.000 


Opening Stock 

6 - 0.000 


Expenses 


20.000 

Sales 


2,00,000 

Capital 

90.000 



3, <0.000 

3, -‘0.000 





{U.D. ran 1, ic.c tn 
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TRIAL BALANCE 


SoIttJon : 


TRIAL BALANCE 
of as on — 


Same of the account 


Opening Slock 
‘Purchases 
Sales 
Capital 
Expenses 
Fixed Assets 
Creditors 
Debtors 


Debit 

Balance 

Rs. 

60.000 

1,30,000 


20,000 

50.000 

60.000 

3,20,00 


Credit 

Balance 

Rs. 


2 , 00,000 

90.000 

30.000 


3 , 20,000 


Working Soles : 

* 1 . Cost of goods sold- Stock of goods in hand in the beginning 

4-Net Purchases made during the >cai 
— Direct expenses paid for the purchase 
— Stock of goods in hand at the close c 
the year. 

In the given problem: 

C.Kt of Goods sold — Rs. 1,50,000 ; Opening Stock— Rs. 60,000 a 
Clewing Stock— Rs. 40,000. 


But, the amount of Purchases is not given. Therefore, to calcul 
the rr-i'v.ng figure, the above^aid formula of cost of goods sold wil' 

applied as under: 


P.:. 1 .J'.t.OOO (Cost of Goods Sold) — Rs. 60,(.00 (Opening Stock) 

— Purchases — Rs. 40,000 (Closing S< 


r: Purchases- Rs. !,5O,CO0-Rs. 60,000* Rs. 40,000*=Rs. 1,30, OOC 

*■ In c:i»t the closing stock is shown as a debit balance i 
V .dance, tt will be taker, as an a<set in the Balance Sheet. But i 
c.. r. c! sto-ek v-di be treated as an adjustment. 

e. Deb,.??' and Lxper.-.es always have debit balance and ( 

f *» » *• r ,* * , t «rv /-..a 

V - • « v < v ... v 
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FINAL ACCOUNTS 


. Problem 1. Why are the Final Accounts prepared ? Explain the 

| procedure for the preparation of final statements of accounts. 

1 Solution, One of the main objects of maintaining accounts is to 

find out the profit or lots made by the business at the end of periodic 
intervals and to ascertain the financial positi an of the business as on a 
given date. 

The above-noted objects can be achieved by preparing final state- 
ments of accounts at the end of each accounting period, which consist of : 

1. Profit and Loss Account, and 

2. Balance Sheet. 

The Profit and Loss Account is generally divided into two parts : 

(o) Trading Account, and 

(h) Profit and Loss Account. 

Once the Trial Balance is extracted and errors rectified, Trading and 
Profit and Loss Account is prepared by transferring from the Trial 

Balance, all — •. V • r*;'’-- 

‘Clostnc Cntri-*’ V :r ■ " *". » : • * : V" . 


Preparation of Trading Account 


excess of the cost of goods sold over the net sales. 

On the debit side of the Trading Account will be found the follow- 
ing items : 

I Stock of Raw Materials. Work-in-progrtss and Finished Goods 
at the commencement of the trading period (Opening Stock). 

2. Cash and Credit purvhascs of goods which are for resale pur- 
poses less the value of such purchases which have been returned (Cash 
Purchases* Credit Purchases— -Returns outwards, lx , Net purchases ) 

3. Direct expenses on the purchase of goods, / e., all expenses which 
hast been incurred before the goods become ready for sale such as Wages, 
Carnage inward. Manufacturing expenses. Coal, Water and Gas, Factory 
lighting. Freight, Octroi. Factory rent and rates. Excise duty. Custom 
dutv on Imports, Factors insurance. Depreciation on Factor)' Machinery, 
1 actor) Manager's salary, Consumable stores, etc. 

On the credit side of the Trading Account will be found : 

L Ca*h and Credit sales cf goods which were purchased for resale 
purpose. Uss the >a!uc of the goods returned by the cu»wmrrs (Cuts 
Sales t C redit Salex^-Returns Inwards, ix , Net Sales). 





FINAL ACCOUNTS 


2. Stock of Raw Material?, Work-in-progress and Finished Goods 
on hand at the end or the trading period. 

In order to ascertain the value of Closing Stock, a list of all goods 
in steS after physical checking is prepared (this b . known t as Stock- 
Taking). This stock in hand is valued at cost or rcahsahle value which 
ever is less. It is valued on conservative basts, i.c., expected profits an- 
imated hut possible losses arc duly provided for. The value of Closing 
Stock is brought into account by means of an adjusting entry stock 
(Cosine) A c is debited because the unsold goods represent an Asset, ine 
Trad i nr A c is credited to arrive at the profit made on buying and selling 
of goods. The credit balance of the Trading Account represents the Gross 
profit on trading for the period and is transferred to the credit of Front 
and Loss Account. If there is a debit balance in the Trading Account, it 
represents Gross Loss and is debited to the Profit and Loss Account. 

Preparation of Profit and Loss Account 

This account is prepared to find net profit or loss resulting from the 
transactions during a trading period. 

The Gross profit shown by the Trading Account is first shown on 
the credit side of the Profit and Loss Account, but if there is Gross Loss, 
that would he shown on the debit side. This account is credited with the 
items of miscellaneous incomes such as Rent, Commission, Discount, 
Interest, Dividend, etc., which are having credit balances in the Trial 
Balance. This account is debited with revenue expenditures, i e., with all 
debit balances of the Nominal accounts from the Trial Balance (after 
adjustments), c,g., Rent. Salaries, Printing and Stationery consumed. 
Advertisement, Commission, Carriage outw’ard. Packing charges. Insu- 
rance, Lighting. Postage and Telegrams, Telephone charges, Audit fee, 
Repairs, Maintenance, Discount allowed. Depreciation, Outstanding 
expenses. Bad debts. Interest on capital, etc. 

The difference between the two sides of the Profit and Loss Account 
is Citiser Net Profit or Net Loss of the business for the trading period. If 
the credit total is more, the difference would be Net Profit, if the debit 
total {? more, it would be Net Loss. 

,i 1 ke Net Profit or Net Loss is transferred to the credit or debit of 
l^; ( f , T rr!tt0f r s/I,arincr ’ s Cn P itnl Account/s, as it is the owner who is 
m . l P ro ;>;; Responsible to bear losses. Net Profit will increase 
h1 t.spuei and Net Loss would reduce it. 

Preparation of Balance Sheet 

.. .... ."ff’!'" SbKt h a ‘“icmcot prepared at repular intervals showing 

p'.,?" 5 ' 'pfn ‘SHEET- of ali the ledge's 

!L F ::-? jrcJ v,hh a \ iew to measure the exact financial 

Ifi’-t J'-r- ; hc and Liabilities of the business on 

a-o-j,;'.; o T c ; , the capital. 

, — -- ! - -X* w-JLaa jioicijiri^ljecrcd i t balanced 
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A Balance Sheet has two sides— the left hand side is 'Liabilities* std 
and the right-band side is the 'Assets' side, as shown hereunder : 

(Name of the business) 

balakce sheet 

as on 

(Date, Month & Year) 


Capital <J UabUitles 

Amount 

Property & Assets 

Amour 

Personal accounts showing 

Rs. 

Real and Personal 

Rs, 

credit balances 


accounts showing 
debit balances 



( Total o/ both the sides will tally) 


Problem 2. Explain the need and the points to be kept in min 
.while preparing manufacturing account - 


Manufacturing Account is prepared to reveal the cost of gock 
manufactured in a particular period. Following points should be note 
while mating this account. 

1. Coat of Material* uird. The opening stock of material 
purchases and carnage inward be added and the value of closing stoc 
of materials be deducted. Opening and closing stocks of finished goods t 
Ignored whilcjreparing the Maamactunne acc ount as they will appe: 
io the Trading Accent. 

2. Factory Expense*. All expenses incurred in she facory t 
produce^ the goods be debited to this account, r.e., wages paid 1 
labourers. salaries to factory staff, factory rent and lighting, depreciatic 
on machinery, repairs of machinery, power and fuel, etc. 

) Work la Progress. It is valued at materials used.Maboi 
spcM plus a icasonblc share of other expenses. Work in progress I 
the beginning should be added to and the work in progress at lEe chin 
d educted Iron the debit side of the Manufacturing Account. * ~~ 

4 Sale of acrap material Ihc proceeds from the Sale of wastaj 
and scrap material should be credited m the Manu factu ring Account 

*> Coat of pood* manufacture! The balance in the Mar. 
factoring Account represents the cost of goods manufactured end 
transferred to the debit side of the Trading Accoaat. 
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Problems 3. Explain the aim for the preparation ofPro.rnand 
t appropriat ion account in case of sole proprTStorsmp or partncrsliipr 

Solo t i o n , The aim of the Profit and Loss Appropriation Account 
i, 50 show p. and appropriationj^of_jfo 
'i }ns<* whereas all cxpcnsc^mcurred m arriving at the figure ot net prolit, 
v/dV’as interest on loan, depreciation, rent, sales, salaries, etc , are charge- 
aMe to Profit and Loss account, the appropriation account will be debited 
i,vuh such items a s Manager’s Commission (when inten ded, to be a Qj^sion 
of TttofitsJ, interest on capital ol a r>artn cr7 transfers to reserves, .salaneg, 
to partners. muounT TwntTc n on . cl c ■' Si m i i a Diwj lfld raw als -tXfiOL £ £ s er yes. 
i'T~~fn"ov'T i uns ' no lunger rcqnircd'Thonld be credited to the App ro pijajion 

Account. . . ^ . 

Problem 4. State points of difference between a Trial Balance, 

Balance Sheet and a Statement of Affairs. (/ I.B. Part I, May 1969) 

Solution; 

Trial Balance 

To cheek the accuracy of the postings, a T rial Balance is prepared, 
which is ruled in a form similar to that of the Journal, /.<?., with the 
debit and credit money columns side by side. In it the balances of all the 
r'ccoui.P arc written— debit balances on the debit side and credit balances 
its credit side. The items in a Trial Balance relate to all types of 
accounts whether they are Nominal, or Real or Personal Accounts. It is* 
completed before preparing a Trading and Profit & Loss account.' It can 
be prepared at' any stage, without even making adjustments. Normally 
f c CUvir.p Stock docs not figure in the Trial Balance. 

Balance Sheet 

It shows readily the financial position of business at a given date by 
dbdoMrg the a mount 'ol capital contributed and how the same has been 
wu'vd ; she values of .-Vsets and Liabilities and their nature. It is 
ruled like a ‘'I ' type ledger account. The Capital and Liabilities of the 
business arc shown on the left-hand side and the Assets and Properties 
are Town on the right-hand side. It contains tisc balances of only Real 
ami Personal accounts. JjTs prepared after all the income and expendi- 
ture ,„accpun*s < N om inal accounts) ri av cTT Teh cloA-,1 Y>p hv (ranker To 
J r T : Tf. il5dlII2niiII5IX5A^ agco u n t . The value of Closing Stock appears 
no un .V'-c. yi st A Balarc FSTiiect cannot be prepared without making 
u ‘jmr nt ^_foLjTiM nndjnir* an d pTcpaio items andvdTFout tnkinnTnm 

a.eot.r. t :a'i events an tj transactions (or the period. ~ 

Statement of Affairs 

jjtt iraderj^J gs mmRtaiRcfl jiisJbooU on Si ngle Lntrv. he can 
’- ’f 'lz!2 i,: v J Jl TA_vi --J' u i5;on i n an nnnrnv im-.i/.T'L- . • _ .. , 

'1 he prom i r: : .Tr^peiiou’ is 

r :;: .T ;f , a* * '\l ^ ,r V ot Afutrs at the beginning f ti e 

~T- -r?Cn ?' l > '7 in:rc ‘ u “ :n lh - Mount tf Cap til as 

o the open.n? capital. a r. cr adjust- 
s'. r *'J * f V. ,S < “’ r ' rtrj ' VJl ' on< '’ w ‘ll be the amount of 

t /.w ; J . n - «5*«Tmation Setured from the prepara* 

“ ^ “ Uir * » b > »■» as^cliabkand as complete 
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as that given by a Balance Sheet, because it is prepared partly from the 
ledger and partly from other sources. Information about cash balance U 
obtainfd. r from Cash* Boot, the 'details of the Suridry Debtors and 
Creditors is obtained from their personal accounts maintained in the 
Icdgef. The \a!uc of Closing Stock and other assets hie Buildings. 
Machihery, Furniture, etc., is taken on the Assets side by ascertaining 
their value from the rough records or memory of the proprietor. The 
difference between the total of Assets and Liabilities will be Capital. 

- • * ->ared from Sincle Entr y 

" . ■ lo ascertain the net 

, ' ■ neni of ProSt & Loss is 

prepared on the following lines : 

STATEMENT SHOWING PROFIT OR LOSS 
for the (Period) ended (dated) 


Particulars Amount 


Capital (at the end) 

Add ; Drawings during the period ' 

Rs.‘ 

Rs 

Lojj : Fresh Capital introduced 

L*jj : Capital in the beginning 


... 

Net Profit (or Loss) 


... 


Problem 5. How will you treat the closing stock under the follow- 
ing circumstances : • 

(1) Stock on hand, ^ 

(2) Slock on consignment (inward), 

(3) Stock on consignment (outward), 

(4) Stock of goods on sale or return. 

(I. LB, Part /, Korembtr 1970) 

Solution: 

(1) Stock on Hand: 

Usually there is no account to show the value of goods in hand at 
the end of the trading period. It is incorporated in the books of accounts 
by passing an adjustment entry : 


Particulars 


. r Debtl Credit 
Amount Amount 


Rs. Rs. 

Stock Ac Dr 

To Trading A c 

(Being the value of Closing Stock 
recorded as on ... . ) 
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final accounts 


For the above purpose, at the end of the financial period a list of 
roods in stock after physical checking is prepared, value is attached 
to each item at cost price or at market price, whichever is less and the 
total value is recorded. Stock includes only of those goods which are 
normally bourht and sold by that business concern. 


The clock of goods on hand at the opening and closing of each 
uadinr, period is taken into Trading Account for the purpose of arriving 
rt the profit made on the buying and selling of goods. The debit to the 
Stock account represents an Asset and is shown in the Balance Sheet. 

Generally the Closing Stock is given outside the Trial Balance, but 
v. hen purchases arc adjusted through opening and closing stocks, in that 
ease Closing Stock will have a debit balance in the Trial Balance. ; 


{1} Slock on Consignment (Inward) : 

When a person sends goods to another person on the condition that 
the receiver will try to sell the goods in the best possible manner and will 
remit the sale proceeds less expenses and his own remuneration, it is a 
transaction of Consignment, To the Principals, the goods thus sent out 
would be known as ’Outward Consignments’ whereas to the Agents, 
they would be known as ’Inward Consignments.’ Thepe rsons jsending 
out the goods are called Consignors and those receiving the goods are’ 
called Comigneesr — ■ — - 

Unlike sales, the goods jxtnsigncd to the Consignee remain, the 
property of the Consignor so Tar as ^iheseiiTe not, sold u by „thcj Consignee. 
Con-.ignec, being, an agent for TheTConsignor, should not mix. up his 
own' stock of goods with the unsold balance of goods received on 
Consignment. 


Thcjronsigr.ee does not reco rd the s tock on consignment in his 
books. He MiitpIy^Trufinlairt^i ~Memorandun i ~R 'ecdr3~'bTsuch"C0nsign- 
ir.enfV.tock with him, because such goods do" n o tlfeTohlf ro " hTm7 ' b u f a re 
held by him merely ;-.s an agent for the Consignor. 

V? f Stock on Consignment (Outward) : 


,1 I 


v ; ,r 

to tl 

r i r-r: 

**** ' 
- t t " 

c * C- 
5 * V 


}'■ a!l £ ood<; scn$ on consignment might not have been 

b> the Consignee up to the date when the final accounts of the Con- 
arc prepaid.. While closing the Consignment Account, value of 
- stock lying with the Consignee must be mken into account 

s,od L a P»P0"i«i»le amount of 
i'nN-- rte SK- incurred nip to the time the goods arc brought 

UaT&i wfccofSc-tf^.'S. b> r! ;C C ° Misnor or C0tt ^ ncc - 

~<r Wee The commission and other 

rttor.e Jto ? lc ’> should not be 

or.-.mr.rrrr: ' T p i<’ ijh., hus ai , CCrUun =d is the value 

. ' 1 ‘ > !S : s taan tlic market price of such un<old 

lV.!, C °. rdcd W lhc books of ^ consicnor 
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h h ; s current account. A limit is generally specified, which enables a 
emtotrer to draw over and above his own balance up to that limit and 
be can save interest by reducing the debit balance, whenever he is in a 
position to do so. 

The facility is granted for a short period, after the expiry of which 
the customer is expected to repay the advance. 

Interest is charged on the daily debit balances outstanding in the 


account. 

Overdraft is allowed either on a clean basis or a collateral security 
may be lodged. 

(3) Cash Credit. It is an arrangement under which a customer 
is allowed an advance upto a certain limit against a security. It is 
essentially a drawing account against credit granted and is operated in 
the same wav as an overdraft account. The borrower can provide alter- 
native securities from time to time in confirmity with the terms of 
advance and according to his own requirements. He is given the .right 
to make withdrawals according to the drawing power, calculated by the 
Hank after considering the margin requirements and the specified 
sanctioned limit. 


If there is a good turn-over in the account and there are no adverse 
factor-, a cash credit limit is allowed to continue for years together. 

Borrower ts allowed to withdraw the amount from this account 
according to his requirements, interest is charged on daily balances 
(debit) at the stipulated rate. 

Problem 7. Mr. A carried on business under the name of A & Co. 
From the following information prepare the final accounts for the year 
ended 31st December 1967 : 


TRIAL BALANCE 


Name of Account 


Debit 

Balance 


Credit 

Balance 


Mr. A's Capital account 
.Mr. A's Drawings account 
Bills Receivable 
Hant & Machinery 
Sundry Debtors {including B for 
dishonoured bills Rs, 1,000) 

Loan Account at 0 % (interest paid 

upto Ocjub cr 1967 1 

Was- is 

Return inwards 
I'ervba 4 :' 

Sales 

Co m re. Li ion received 
Tore.!? c/fd 


Rs. 

10,550 

9,50U 

2S.S00 

Rs. 

1,1 9, <00 

62,000 


40,970 

2, 7*0 
2,56,590 

20,000 

3,56,530 

5,640 

4,11,190 

5,01,570 



rr.VA t accousts 


3 '22 


Total b.’fJ 

*1,11,190 

5,01,570 

Rent and Taxes 

5,620 


Stock 

S9,6S0 


Salaries 

11,000 


Travelling Hxpensei 

1,880 


Insurance (including premium of 



Rs. 3CO n.a. paid up to 30th June, 196S) 

400 


Cash 

530 


Hank 

18,970 


Repairs and Renewals 

3,370 


Interest and Discounts 

5,870 


Pad Debts 

3,620 


Sundry Creditor 


59,530 

furniture and Fixtures 

8,970 



5,61.100 

5,61.1 CO 


rarsrsts 



Stock on hand on 31st December. 1967 was Us. 1,28.960 ; Write oft 
half of U's dishonoured bill. Create a reserve for doubtful debts at 5% : 
Allow 5% interest on capital : Wages include Rs. 1,200 for erection of 
machinery purchased last >ear. 

Depreciate plant and machinery by 10%. Furniture is revalu'd at 
the end of the year at n.s. 8,073. Provide for commission not received 
Rs. 600. 

( l I D. Vert /, October 196S) 

Solution: 

TRADING AND PROHT <fc LOSS ACCOUNT OF A & Co. 

Dr. for the year ending 31st December, 1967 Cr. 


I'trtimlars 

Details 

Amount 

rcrtirulars 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

To Stock 


£9,650 

By Sales 

3,56,530 


To Purchases 


2.56,590 

Less: 



To Wages 

40.970 


Returns 



ixss : Lrection 



Inwards 

2,750 

3,53,750 

charges cf machi* 



fly S'oek 



tnry wrongly 



(Closing) 


1,28,960 

included 

1.200 

39.770 




To Gross Prof.t 


96,670 




V* *•'“ 11 £ J'F ■***.# 


4.82,710 



4,82,7 1 6 





BALANCE SHEET OF A & CO. 
as on 31 st December, 1967 


Un L Ih ties 

Details Amount Assets 

Details 

Amount 


Rs. Rs. 


Rs. 

Rs. 

A's Capital A/c 

1.19,400 

Plant A. Machinery 

28,800 


Add : Interest 


Add : r.rcction 



in < n ' 

5,970 

charges wrongly 



Arid * Net Profit 

57, CSS 

charged in wages 

1.200 



1,83,028 


30.000 


Less : Drawings 

10.550 1,72,478 

Ijess : Dcprccia- 





tioti fc IQ*/ 

3,000 

27,000 

Cy o Loan A'c 

20.000 




Ad .! : Interest 


Sundry Debtors 

62,000 


outstanding 

200 20,200 

Isss • Bad Debts 





written off 

500’ 


Sundry Creditors 

59,530 







61,500 




Less : Reserve 





for doubtful 





Debts £ 5 X 

3,075 

5B.425 



Insurance 





prcpaiJ 


150 



Cash m hand 


530 



Cash at Bank 


18,970 



Furniture 4: 





natures 

8,970 




Isss : Dcprccia- 





non i" 10 % 

897 

5,073 



Stock m hand 


1 .28,960 



Commission 





receivable 


600 



Bills Receivable 


9,500 
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Prd>te n«. The following is the Trial Balance of Mr. Adamji 
31 <i December, 1972 . 

trial BALANCE 


frame of Account 


Debit 

Balance 


Credit 

Balance 


Rs. 


Rs. 


C;i r 'b on band 
Cadi at Bank 
Pu'cha'CS 

Return Inwards 
Return Outward'; 

Ware-; 

Fuel and Power 
Carriage outwards 
Carriage inwards 
Open inr. Stock 
Premises 
Lands 

Machinery 

Patents 

Salaries 

Sundry fxpcnscs 
Insurance 
Draw inns 
A da mil's Capital 
Debtors and Creditors 


540 

2,630 

40,675 

6S0 

10/80 

4,730 

3,200 

2,040 

5.760 

30,000 

10,000 

20.Q00 

7.500 
15.000 

3,000 

600 

5,245 

14.500 
1.76,580 


98,7S0 

500 


71,000 

6,300 

1.76.5SO 


Taking into consideration the following adjustments, prepare 
Trading and Profit and Loss Account and a Balance Sheet as on 31st 
Deemher 1M?2 : 

(1) Closing Stock as on 31st December 1972, Rs. 6,800. 

(2) Depreciate machinery and patents by 10 per cent and 20 per- 
cent respectively. 


(?) Salaries due for the month of December, Rs. 1,500. 

(•D Ike Insurance Policy expires on 30th June, 1973. 

D ; Rs. 2,0,0 spent on erection of a shade were included* in wage 


? Reserve 5 per cent for Doubtful Debts. 

(/././?. Part 1, May 197 
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Sol at Son: 

TRADING AND PROFIT & LOSS ACCOUNT OF AD AM J I 


Dr. 

as on 3 1 st December, 1972 


CK 

Particulars 

Details 

Amount 

Particulars 

Details 

Amount 

To Opening Stock 

Rs. 

Rs. 

5.760 

By Sales 

Rs. 

9S.7S0 

Rs. 

To Purchases 
/.ru : Return 
outwards 

To Wages 

40,675 

500 

10,4*0 

40,175 

Less : Return 
inwards 

By Closing Stock 

6S0 

9S.100 

6,800 


Less : Amount 
pud for erec- 
tion of shjdc 
transferred to 


Buildings Account 2.OC0 

8.480 


To Tucl anJ rower 

4,730 


To Carriage Inward 

2,040 


To Gross Profit 

43,715 



1 ,04,900 

1,04,900 


e n t-.i n 

ts n n t - . 

To Carriage outwarJ 

To Silanes 1 5, COO 

3,200 By Gross Profit 

43,715 

AJ ! Outstanding 



f.'r December 1972 1,500 

16,500 


To Sundry expenses 

To Insurance 600 

3.000 


Uxs : Prepaid up to 
JO'6'73 3C0 

To Depreciation • 
Machinery i 10*. 

300 


or, Rs 20MO 2 COO 

Patents • 20*. on 

IU. 7,5 u) 1,500 

3,500 


Ts' Reverse for 



doubtful debts ( • 



on Rs 14,510) 

725 


Net Prol.t 

16.470 



43.7J5 

47.715 
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_ r ,\n VNllf 
„ . XC F SHEET OF AO. 

FA 1 '*' _ „w*. 1912 


-' v> , iql2 

„ «ut December, 



3 {,iIifiC5 


w. Rs - 

, OQ0 

C»P<'»> \;,_ 45 

r S s\ prayings 


chi: Net 


Cash on hand 

Ca^hat Bank , 

Slock in hand 30 000 
— -j- premiss 

16,490 s2 > 245 /U pa\dfor erection 

6,300 ° fstote -’ 


fCditOTS ,inn 

a\arie R outsta - 

for December, 


i *00 Land 20,000 

UU Machinery 

LC55: Dcprccm- 2,000 

lion at 1° /o _J. 


32,000 

10,000 


IS, 000 


Patents 


2,500 


1 jess: Depreem- Q0 

lion at 2t) /o _J 


insurance prepaid 

«F re 30.63 

Debtors 


6,000 

300 


r Arc* Reserve for 
Doubtful debts 5 

5 % — 


13,275 


r.SAt. accounts 
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Problem 9. from the f.dkvAjng Trial Ri’ancc and the other parti* 
culart ri'en. prepare Tradin' and Profit !i Loss Account far t'*e jear 
ended 31 M December l‘»74 and a Balance Sheet as on that date : 

TRIAL BALANCE 


Name of Aeecurt 

Debit 

Dalar.ee 

CrcMt 
Dal ante 


Rs. 

Rs. 

Mr. A Traders* Capital A/c 


10,00,000 

Personal debts 

1,000 


Balance at Bank 

1,76.000 


Motor Vehicles cost less Depreciation 

1,48,000 


Debtors and Creditors 

2,96,000 

2,32,000 

Printing and stationery 

6,600 


Purchases and Sales 

24,00,000 

31,60,000 

Opening Stock 

2,40,000 


Reserve for doubtful debts 


5,000 

Bad debts 

11,400 


Freehold Premises at Cost 

8,00.000 


Repairs to Premises 

47,600 


General Reserve 


2,00,000 

Proprietor’s remuneration 

20,000 


Wages and Salaries 

2.29.000 


Motor and delivery Expenses 

99,000 


Administration expenses 

1,31,400 


Rates and taxes 

15,000 


Drawings 

1,00,000 


Last year's Profit and Loss a/c balance 


1,24,000 


47.21,000 

47,21,000 





(1) Steel, on hard as on 3Ut December 1974 Us. 2,50,000; (2) 
Depreciate motor sehscles by Rs 74,000, (3) Sundry creditors include a 
clam for damages of 1U. 2P,COO made ia*t jear. This was settled during 
this year for R\ 15,100; (4) UrpaiJ wares Rs. 1.(00. (5) Rates paid in 
adsar.ee R* \fc(i (m provifm for bad debts i* to be reduced to 
K». ?. < C , 0 ,(*) The ttera of |*.cpa.*s to 1’ier.ivrs ts;Lin Rt. 20,^0 for 
capital structure; tM StoeV of ‘tat;or.cry on har.i R‘ 7 ?ro 

(/- 
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ition. 


pR0F1T & LOSS ACCOST OF A 

tR,\DlSG ••'' ND 4 31st December, W 74 

for the year ended - 


■linilars 


— ~~Detoils Arnom^ 

T^nount Fartia‘lars_JZ~--- 

Details A" Rs . 


Opening 

Stock 


i purchases 

J Wafer and M0 

Salaries ^-'> v 
<id : V'ngcs 0 2,30,000 

outstanding ‘* wu 


*> 40 000 By Sales 
24,00.000 By Closing 


31,60,000 

2,30,000 


, Gross Profit 


5,69,400 

34,40,000 


34,40,000 


„ vrintinc & f 600 

»tattoner> _ 

U:.s : Stock m 

hand *-*“ 


[*o Bad Debts 
] o Repairs to 
rrennes 

/ ts$ : i’aid for 
Capital structure 
transferred to 

Prenv.-es 20 000 

account 


By Gross Profit 
Bv Reserve for 

* DO on\ fU U974 5,000 
4,400 Lets : Provision to 
11 400 be maintained 

as on - cnn. 

31.12.1974 


5,69,400 


1,500 


27,600 


r«! Motor k deli* 
v : ry c\fcn<:s ^ 

'1 ^ \ ^ * z « \ ^ * t , *• X ^ o 
cxrt's*' 

To Rate'-- l5 ngo 


By Excess provi- . 
qc> qoO sion f° r c ^' ms * 


as on 1.1.1974 20,000 

>. 31 ' 4M '-SVuWd 15U00 


4,900 


rTC ' 3.C* 


12.000 


■v •. s o-.a 
*- 1 w * 


c’fd 5,7 5, 3CC 
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b/fd 

Rs. 

2,85,800 

b/fd 

Rs. 

5,75800 

To Depreciation on 
Motor Vehicles 

74,000 



To Proprietor’s 
remuneration 

20.000 



To Net Profit 

1,96.000 




5,75,800 


5,75,800 



Note. The amount incurred for building Capital structure wrongly 
included in Repair* (nominal) account will be aJded in Premises account 
by passing the following rectifying Journal Entry. 


JOURNAL ENTRY 


Date Particulars L.F. Debit Credit 

Amount Amount 


Rs. Rs. 

Freehold Premises A 'c Dr. 20,000 

To Repairs to Premises A/c 


20,000 







accounts • 
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Problem 10. From the following Trial Balance prepare a Tracing 
and profit S. Lo-s account for the sear ended 31 <t December, J‘V> a*\J a 
Balance Sheet as on that date : 


TRIAL B\ LANCE 


.Verne cf cccou-.t 

Debt! Crr&t 
Rstancc Ee/cerr 

Freehold Lard 

Rs. R<- 

r-O.prfV) 

Buildm? a"d Equipment 

1.10C03 

Mo* or Cars ard Trucks 

10.0C0 

Repa*rs to Bail-lines 

2,<X0 

Stock as on Ht January 196) 

40.000 

Purchases 

:o,oco 

Drawings 

25.000 

Wares 

50.000 

Salaries 

5.000 

Cars and Trucks expenses 

6.CCO 

On.ce rent 

l.CCO 

Rates -Gardens 

4,000 

Sundry expenses— Gardens 

5.000 

Office expenses 

2,000 

Debtors 

3.0CO 

Ca'h ar.d Bank balances 

6,000 

Capital as on 1st January 1969 

2,00.000 

Sale of Garden Produce 

1,50.000 

Sale of Truck 

uoo 

Sundry Creditor! 

1,700 

Repairs «rd Depreciation Fund 

20,000 

Investment! 

29.000 

Interest on Investments 

4,fCO 


3.7S.OCO 3,78.000 


The fcRovieg adjustments are required ; 

(1) Cars and Trucks Expenses arr to be dealt »ith as to one-third 
as Car rape rewards and the balance as Camaec c upwards. 

(2) The bock, value cf the Truck, sold *as R*. 900 as on 1st 

Jj-uarv I'J* J 

(?) Dep recta’s Cats and Trucks at 20’, pm 
(4) TLt Rep.j *, 3rd Drprtcta’\'* hu-J !» tv» he cred ted an 
a-ueu-t cq -ai :> >’, »-f the to-: of P_ Id. re j-d lqu-p~er*. Ihc actual 
Rcpa.’s to I5_.. dr; arc jo be deb-ed to th:s account. 
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(5) Make provision for Office rent Rs. 300, and Office expenses 
ft*. 100. Rates paid in advance Rs. 1,000. 

(0) It i< the practice with the business, to credit proprietor’s account 
with R*. 6,000 p.a. as salaries. 

(7) Closing Stock as on 31 December 1969 Rs. 45,000. 

(1.1. B. Part /, November 1970 ) 

Solution; 

TRADING AND PROFIT & LOSS ACCOUNT 
ft r ■ for the year ended 3 1st December, 1969 Cr. 


Particular.'; 

Details 

Amount 

'1 o Stock ns on 

Rs. 

Rs. 

i . 1 . 1 van 


40.000 

To Purchases 


20,000 

1 o Wages 


50,000 


io Rates— Gardens 4,000 

Prepaid 1,000 3,000 

i'- 1 Larr::!"" inward 

(•'f.e-third of Cars 
as-.d Truck expense*) 2,0C0 

Io Grots Profit 80,000 


Particulars 

Details 

Amount 


Rs. 

Rs. 

By Sales of 
Garden produce 


1 ,50,000 

By Stock as on 


31.12.1969 


45,000 


1 .95,000 


To Salaries 

: .Salaries 
credited to pro* 
pr<:torT A c 


5,C01 

6.0C0 11,000 


io Carriage 
0 '• ’ ” a rd t tv. o • ; hi r d s 
; 'f C-sr • and 1 rucks 
; w ::v ; s 

I /-'CO 

• lea : f’r.w »•;<,. r . f or 

r.-a.’. 500 I, ICO 


4 » * > , r 4 f % ~ \ Vi 


•L000 


s ivn 

* t ' * * 


1,95,000 


By Gross Profit 

By Profit on sale of 
truck : 

Sale proceeds 
to : Book-value 
of Truck 


80,000 


1,500 

900 6C0 


B> Interest on 
Investments 


4,S0O 



cfd 


8 a ,-t00 




B.'tt 


R *- „ n 
> 59 , 1 ^° 


B/W 


2,61 ,2S0 


.% T»f CS 


-GO 4 rn 

ICO 4l ' 


2 , 61,280 


•rCCWOl' 


^ 971 

-^r^sfo^ r- 8 ’ ooo n 

^?o«o^ S5, " m 

:snV. B^ anCC ’sOO 

ural 2,400 

UiiHlit'?*' , 

furm»« c Hncosto« bCCnCX ' r “ - 

V.oiot V.>" , Vc fottoivins ba,a " 

, OR to lUc aho". Rs. 6,400 

• - j . 881 ' 

w\" * 

Motor cx?-^ 

Sundry 0^tor> 


7,888 

3 , 88,000 

. i- ✓ n 


,54,560 

8,504 


. in ’ Ivv : ' c - 

\.,r< 'C s 

Vi;! ; cCC '.»^‘* 


6,416 

1,104 


v » i ; : 

( .^onl^3anuary 1971) 

,„;, n to HuiUhn?>^ Ul 
OuiUr . v ^ 

Ucwwlvcd 
,...,, ;. n ,l U'.UX 


6,720 
944 


1,792 

1,472 


Sl6 

672 


. : >t B -'. nV ; 

„ H ’ in.l 
*’**• 

. Creditors 


16,000 

256 




20,000 

4,160 


_ .it a 


<7.Val 


•‘Wotrxjj 


So, °Mon: 


t^^ss****. 

f“mitu re 
Motor Vans 
Kiconje 7*. 

^ccoun#,„ pa >ab/e 
farces „ 

« aSS*** 

Kates 

(el ;; 0for expenses 
io »: e Wftttea off. 


$ P a. 

20- P ' 3 - 
Z U/ ° p - a - 
**• ^,200 
>00 
320 
SO 


(U ^Partl xg 

1 M °y is 

TCttr 



1971 

M ‘ 1 Ca s ), atB 

iund A/c 1,1 A/c 

$HS£tf 

(flS|4tu U , c 

— — _ 


fTOCnSCS 

V,o’ cT 


Gross rr .°^ l rc ivcd 

Bv' 

By 


**• B y Gross 1 -- cCcV 
6 4o 5.920 W Deceived 


S.30A 


, ^lattes 
aB^s 

Jf «: Vret* ,A 


1,104 


160 


944 


■jo B^r 


.-.’us 10 


944 


B«' w ’ nC ,p lt v> , -j92 

, , Vliia^ 1 . rt 320 '« ,v 

oum »" <! "’ 6 . — 

/ i( n; - VJ 

,,. -,vvp\\or.cs 

10 o u v.u..r.d«'S 


S\6 

so 


S96 




n oBV'« f ' v, ' lCC .. 

j t ., 5 : \’rcr-'-’ ld 


672 

2-10 


432 


2,912 


no 




, . -wtion on • 

,, , 

\ {} ; V on 

WuUl^S " *'" 896 

- *»20 


V-.' • 1 


jv.Tf.'nn 1 L 


(S on 

,■,« -ii o , f. 


48 


B'.S’-'-- . ~rf.r 

‘ 0>r 1 

v... f*---;;. 


. . Hi >'„*♦ 


1,10' 


-> 04 $ 


rn 




00 


1..V1 - f tl,a ,\ c -n . n;6 

* 95 , 64 > 


■Rs- 

§7,440 

6,416 

1,192 


95,6 
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PROFIT & LOSS 'APPROPRIATION ACCOUNT 
Dr. Cr . 


'Particulars 

Details ■ 

Amount 

Particulars Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

To Income tax 
advance 

800- 


By Profit b/f from 

P & L A/c 

71,056 

Add : Income tax 
payable 

5,200 

6,000 



To Net Profit c/f 
To Capital A/c 


65,056 





71,056 


71,056] 



— 


=== * j 


BALANCE SHEET OF MR. A 
as on 31st December, 1971 



FINAL ACCOUNTS 




9 


Totni b.Td 1,22, 2t>6 


Total b/Fd 6,560 53,776 

J.cj.c: Depreciation 

€ 20%: 

On Rs. 2,400 for 1 

%ear Rs. 4S0 and on 

Rs. 4,160 for 9 , r _ 

months Rs. 624 1,104 5,456 


Sundry Debtors 
Stock in hand 

Expenses prepaid : 

Insurance 

Rates 

Motor expenses 


7,S88 

54,000 

240 

160 

480 880 


Cash on Hand 


1,22,256 


Problem 12 


256 

1,22,256 


The following are the Trial Balance, Profit & Loss Account and 
Balance Sheet of Dccpak Traders, a proprietory concern of Shri Dcepak 
Pitt Cl t 

TRIAL BALANCE 


as on 31st March 1076 


Name of Account 


DcejvkN Capital Account 
Born-'.. in* 

ln\esti; cats : 9% Dehemu 
D'cr.-t on Debentures 
.Salaries 
Rent 

Insurance 
Rates and Taxes 
Motor-car 
Motor-car expenses 
Dcepa’.N di twines 
< Race expenses 
Cro:- prosit 
Stock 

Oa-.a and bank Balances 
Debtors and Creditors" 


Debit 

Balance 


Rs. 


1,00,000 

11,000 

2,200 

2,000 

500 

20,000 

G.0C0 

15.000 
22,725 

17,275 

5,050 

30.000 

2,31,750 


Credit 

Balance 


Rs. 

1,00,000 

50,000 

6,750 


60,000 

15,000 

2,31,750 
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M/S DEEPAK TRADERS 


PROFIT AND LOSS ACCOUNT 
for the year ended on 3 1st March, 1976 


Particulars 

Amount Particulars 

Amount 


Rs. 

Rs. 

To Salaries 

12,000 By Gross Profit b/fd 

60,000 

To Rent 

2,400 By Income from 

9,000 

To Insurance 

1.5C0 Investments : 

To Rates and Taxes 

375 


To Motor-car expenses 3,000 


To Depreciation— Motor-car 2,000 


To Office expenses 

22,725 


To Net Profit to Capital A/c 25,000 



69,000 

69,000 


**=*=! 

c=,= * =a 


BALANCE SHEET 



as on 3 1st March, 1976 


Liabilities 

Details Amount Assets Details 

Amount 


Rs. Rs. Rs. 

Rs. 

Decpak’s Capital A/c 

Motor-car : 


as per last year 

1,00,000 as per last 


Add ; Proht for 

year 20,000 


the year 

25,000 Less : 


— — Depreciation 4,000 

1,25,000 

16,000 

Less : Drawings 

20,000 1,05,000 Investments : 


9% Debentures 

1,00,000 

Borrowings 

50,000 Interest accrued 


Creditors 

15,000 but not due 

2,250 

Liability for out- 

Prepaid expen- 


standing expenses 

1,200 ses 

625 


Stock 

17,275 


Debtors 

Cash and Bank 

30,000 


balances 

5,050 


1,71,200 

1,71,200 


. — =s 

SSS35S “ =a 


* Explain briefly what do you understand from the following items 
appearing in the Balance Sheet and how they have been arrived at ; 







I I i'' n u 


Total b/fd 


1,22,256 


1,22,256 



Total b/fd 

6,560 

53,776 

Less : Depreciation 

< z 20%: 

On Rs. 2,400 for 1 

xcar Rs. 4S0 and on 



Rs. 4.160 for 9 

months Rs. 624 

3,104 

5,456 

Sundry Debtors 


7,888 

Stock in hand 


54,000 

Expenses prepaid : 

Insurance 

24U 


Rates 

160 

880 

Motor expenses 

480 

Cash on Hand 


256 

1,22,256 


Problem 12 

The following arc (he Trial Balance, Profit & Loss Account and 
Balance Sheet of Deep?.!: Traders, a proprietory concern of Shri Deepak 
Paid : 

TRIAL BALANCE 


as on 3lsi March 1976 


Name of Account 


Debit 

Dalar.ee 


DeepakT Capital Account 

lLvir/.d^s 

ln\e aments : 9% Debenture 
Ir-urot on Debentures 

Kent ' 

Inuunnec 
Rates and Taxes 
Mu tor -cat 
?• ! o tor- ca r c x pens e s 
D:‘ep:TT draw-incs 
Ohice expea-'es 
0:0-5 pro at 
Siod. 

Car:: ana bank Balances 
Deatort and Creditors 


Rs. 


1,00, CCO 

U.OCO 

2,200 

2,000 

500 

20,000 

6,000 

15,000 

22,725 

17,275 

5,050 

30,000 


2,31,750 


Credit 

Balance 


Rs. 

1 , 00,000 

50,000 

6,750 


60,000 

15,000 

2,31,750 


FINAL ACCOUNTS 
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M/S DEEPAK. TRADERS 
PROFIT AND LOSS ACCOUNT 
for the year ended on 31st March, 1976 


Particulars 

Amount 

Particulars , 

Amount 

To Salaries 

Rs. 

12,000 

By Gross Profit b/fd 

Rs. 

• 60,000 

To Rent 

2,400 

By Income from 

To Insurance 

1.5C0 

Investments . 

9,000 

To Rates and Taxes 

To Motor-car expenses 

To Depreciation— Motor-car 
To Office expenses 

To Net Profit to Capital A/c 

375 

3.000 

2.000 
22.725 
25,000 




69,000 


'• 69,000 


BALANCE SHEET 
as on 31st March, 1976 

Liabilities 

Details Amount 

Assets 

Details ' Amount 


Rs. Rs. 


Rs. Rs. 

Decpak’s Capital A/c 


Motor-car : 


as per last year 

1,00,000 

as per last 


Add : Profit for 


year 

20,000 

the year 

25,000 

Less : 



— 

Depreciation 

4,000 16,000 


1,25,000 


— 

Less : Drawings 

20,000 1,05,000 

Investments : 




9% Debentures 

1,00,000 

Borrowings 

50,000 

Interest accrued 

r 

Creditors 

15,000 

but not due 

2,250 

Liability for out- 


Prepaid expen- 


standing expenses 

1,200 

ses 

625 



Stock 

17,275 



Debtors 

30,000 



Cash and Bank 




balances 

5,050^ 


1,71,200 


1,71,200 


. = = === 


= == = = 


' Explain briefly what do you understand from the following items 
appearing in the Balance Sheet and how they have been arrived at : 





Vi'-i not due 

T. r-C-':-' 1 -'- 1 

( ' i Prep'-’C v ; 1 - ' f * . , . - d i x 0 ' n Vwi 

,‘i - 

t 


Rs. 

2,250 
625 

K20( 
16.00* 
20,00' 

(/./ B • Par? I’ 

-lutTnt f j uC ; Re. 2,250 r) e cpak 

' 'r““S“ Si ;ia«SS|5«KSSE. 

Balance Sheet. 


lSlort: 4 pc 1 00000 ^9% 

Interest accrued on Rs. RUU.vku _ 

/ * <*:1 nto rest received 
Interest accrued but not due 

*•_ „ came will net 

The raViustinr. journal cr.tr^^ ^ 

Particulars 


9,000 

6.250 

2.250 


/V/n/ 

Amount Amount 


( ;~h 

Match 

31 


, -v but not due A.'c Hr. 

l " ! t!; income' front Invest ments A,c 


Rs. 

2,250 


Rs. 

2,250 


•nvr'.pnw r.xr«.‘«;R-;«^_ Rt _ ;rn (M |IMBOTW> snd 

1 Ct r r-r- • > ‘ ‘ Rs f., r Rates and Taxes. 

. r. ?' - ", rS ! U i .ir.ee. it i> noticed that 
’ ! h , ... - , • « r acc'uut dnr:ru tue permo. H 

rt 0' -2' -• \.\ ,\. r x \, ; -nr ended 31.3.1 9/ 6 

;; ; ; r ; ? I th.e debit ' id.c cf the Profit : 

V * ' v 


is ,> — a sum 

urir-u the period. However. 
n»" 31.3.1976 onl> to 

OsS 


* \*'Z, t’ \ \ ' . b. A * - » • . • i ' ’ * ’ * * * * ' 

debit’ Tie cf the Profit and 1.0s 


/ wi 
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In Short: Rs. 

Insurance Premium paid ?,0C0 

Less: Premium due for the year -1,500 

Insurance Prepaid for the next year '500 


(6) Rates and Taxes. The total amount paid on this account 
during the year is Rs 500 as given in the Trial Balance. The actual 
amount due for the period is only Rs. 375 as given on the debit side of 
the Profit & Loss Account. 

Hence, a .sum of Rs. 125 is prepaid on account of rates -and taxes. 

In Short: 



Rs. 

Rates and Taxes paid 

500 

Less: Rates and Taxes due for the year 

375 

Rates and Taxes Prepaid for the next year 

125 


The adjusting journal entry for these will be: 


Dale Particulars L.F. Debit 'Credit 

Amount Amount 


1976 

March 

3 1 Prepaid expenses A/c 
To Insurance 
To Rates and Taxes 


Rs. - Rs. 


625 


•500 . 
125 


{3) Liability for Outstanding Expenses : Rs, 1,200 

This comprises of two items — Rs. 1,000 on account of Salaries, and 
Rs. 200 on account of Rent. 

(a) Salaries. The firm has paid a sum of Rs. 11,000 towards 
salary during the year ended 31.3.1976 as shown in the Trial Balance. 
The total amount due on this account is Rs. 12,t00_as shown on the debit 
side of the Profit & Loss A/c. 

Thus a sum of Rs. 1,000 is outstanding towards Salaries. 

-In Short: Rs. 

Salaries due fer the period 
Less Salaries paid 


12,000 

11,000 


Salaries outstanding 


1.C00 




final Aaw'--'* 



Rent due for live period 
Rent Paid 

Rent outstanding 

1 i.e adjusting jourusl entry for tin's v. ill be . 
fijte Particulars 



L.F. , 


Debit 

Amount 


Credit 

Amount 


1976 

?.*circlt 

51 Salaries A;'e 
Rent A c 


Dr. 

Dr. 


Rs. 

1,000 

200 


Rs. 


To Liability for outstanding 
expenses 


1.200 


(-1) Motor-car : Rs 16/D0 

live book vJue of ;re Motor-car is Rs. 20,000 ns shown in the 
Trial Eaar.ee. Rs. 2,0(0 have been debited to the Profit & Loss Account 
on account of depredation on it. However, in the Balance Sheet 
Re. a. ran have been deducted ns depreciation, which means that the excess 
Rs. 2 r-'/0 charged arc recovered from Shri Dccpal: Patel, the proprietor 
cn account of the private use of the Car made by him. 


Hence the value of the Car is Rs. 16,000. 

In Short: 

Rs. 

Rook value as per last year 

20,0(0 

Issr Depreciation : 

. 

Debited to P & L Ac Rs. 2,000 

Debited to Drawings A/c Rs. 2,000 

4,000 

16,0C( 


TJ-rr.i;.u.:ir.r entry f,. r ihb i-: 


Particular 


L.F. Debit Credit 
Amount Amo:; 


r-7t- 
* * , * 


% f* 

c 


Dr. 


Rs. 

2,000 


Rs. 
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(5) Deepak’s Drawings Account: Its. 20,000 

Deepak’s drawings as shown in the Trial Balance are Rs. 15,000. 

It is, however, noticed from the Trial Balance that a sum of Rs, 6,000 
has been incurred on account of Motor-car expenses, but only half of 
it, i.e , Rs. 3,000 have been charged to the Profit & Loss Account. This 
means that the excess Rs. 3,000 has been recovered from the proprietor 
on account of the private use of the Car made by him. Further, he has 
been debited with Rs. 2,000 on account of half share of depreciation on 
Motor-car (as explained in 4 above). The total Drawings of the pro- 
prietor thus comes to Rs. 20,000. ' 

In Short: , Rs. 

Amount withdrawn during the year 15,000 

^irf.One-half share in the Motor-car expenses on - i 

account of private use ' 3,000 

^f/tf.One-half share in the Depreciation on Motor- 
car on account of private use 2,000 

t 20,000 . 

The adjusting entry will be passed as under: 

Da ,e far, Mars . LI. Amcu n , 


1976 Rs. Rs. 

March 

31 Deepak’s Drawings A/c Dr. 5,000 

To Motor-car expenses A/c 3,000 

To Depreciation on Motor-car A/c 2,000 

Problem 13. Shri Mohanlal is the proprietor of a business. The 
following Trial Balance was prepared from - his books as on 31st March, 
1978; 

TRIAL BALANCE ' 


Debit 


Land and Building 

Purchases 

Returns 

Travelling expenses 

Printing and stationery 

Cash at Bank 

Discount 

Misc. expenses 

Debtors 

Postage 


Rs. 

Credit 

Rs. 

40,000 

Sales 

4,68,100 

3,26,700 

Dividends 

960 

2,500 

12% Bank Loan 

40,000 

6,900 

(Secured on fixed 


1,600 

assets— no movement 

30,790 

during the year) 


1,800 

Capital A/c 

80,000 

18,620 

Bills payable 

2,600 

64,000 

Creditors 

63,130 

EGO 

Returns 

3,700 

4,93,710 

Total c/fd 

6,58,490 


Total c/fd 





Cf *7 1 



final 

ACCOUNTS 




Rs. 

Rs. 

O) 

Pt^ek-er.-hnr d A ,'c 
-tv 7;..d : r.;: A/c 

Dr. 

45, COO 

45,000 

(n 

SalrriC' prepaid A/c 

To Salaries A/e 

Dr. 

1,500 

1,500 

(0) 

Interest on Bank Bonn A 
To Par.’: Loan A/c 

,'c Dr. 

i,seo 

1.S00 


V.’orldnr: Notes : 

F! o : Adjustment No. 2 

(A) The rcc-cl?. were sold at a profit cf 25% on sale?, which means that : 
If «c15ir...’ price i c - Its. KO, profit is Rs. 25 
put pre fit r.irays calculated on cost price, thus 
O’j: Price-- Sellirp Price — Profit 
]{•-, 75 r- Rs. 100— Rv 25 

lkr.ee, Rs. 25 is the profit on Rs. 75, which is 1 /3rd of the Cost 
Price. 

. k. this e.ve purchase^ were made for a sum of Rs. 23,000, there* 
fere, Psotit cotrcs to Rs. H,CC0, and the sale proceeds are 
Rv 44,60 f'\ 

UP) Ti c r; :,t:d io'-rcs c:. Joint Venture are to be borne equally by 
Mrl.ar.kd and Rchurlr.i. This will be arrived at as under : 


JOINT VENTURE ACCOUNT 


Dr. 




* 


Derails 

Amount 

Particulars 

Amount 


Rs. 

Rs. 


Rs. 

To Pa rubs ter A/e 


33,600 

By Sales A/c 

44,000 

lr Ik hank! 


i ,500 



To 3 ■ Ir.t‘% enture 





v.op:.ve A/c 


SCO 



T 0 ISA ar.W 

4,350 




! ■■■ P L L A c 

4,350 

£,700 





44,0.0 


44, COO 



— — 

— — ___ 



.< v.x Ko.-t 




i:d ;< t *‘2/5 ' ^ccd; is riven 

*“*■ ‘-‘-‘'St.-i-.t sr.ov._t credit balance of 
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Rs. 63,130. But at the time of preparing the Bank Reconciliation 
Statement, it has been noticed that two cheques of Rs- 1,200 and 
Rs. 3,800 (Total amounting to Rs. 3,000) were issued but not yet 
presented for payment in the bank. The adjusting journal entry has 
been passed to increase the bank balance by Rs. 3,000 and to 
increase the balance of Creditors as well. 

Re : Adjustment No. 5 

(D) Sundry Debtors are amounting to Rs. 64,000, out of which Rs. 1,100 
are irrecoverable, i e., the good Debtors are amounting toRs. 62,900. 
Reserve for bad and doubtful debts @ 5% is provided on thisr 


amount of good Debtors. 

Re : Adjustment No. 6 

(E) Land and Building balance as on 31-3.1978 40,000 

Depreciation provided on it ® 10% 4,000 

Furniture balance as on 31.3.1978 8,000 

Depreciation provided on. it @ 10% 800 

Motar Car bilance as on 31.3.1978 16,000 ( 

Depreciation provided on it @ 20 % * 3,200 

Re : Adjustment-No. 8 

(F) Total Salaries paid during the >ear 22.COO 

Less : Salaries paid in advance 1 .500 

Salaries relating to the period 20,500 

Rc : Adjustment No. 9 Rs. • 

(G) Bank Loan as on 1.4.1977 40,000 

Interest @ 12% p.a. due on Bank Loan ‘ 4,800 

Less : Interest on Bank Loan paid during the year 

ended 31 3 1978 as given m the Trial Balance 3,000 

Interest on Bank Loan outstanding as on 31.3.1978 1 ,800 


This amount has been credited in the Bank Loan Account. This- 
may also be shown separately as Interest on Bank Loan outstanding 
Account. 



u> 


* 


final accounts 


Total b/td 66, *,30 1,29,962 

A.U': Net amount 
’ r ,.i\aV!c to Sohnnhl 

( : /.ur— 4.Z00) 27 ,soo 

Net amount 
pm. able to Rohunlal 
Co-Venturer _ ' 

0,500+4,350) 5,850 9?,/&0 


Total b/fd 
Investments 
(Market Value 
Rs. 1*1,000) 

Bills Receivable 
Closing Stock 
Advertisement 
prepaid A/c 
Salaries paid in 
advance A/c 

Motor-ear A/c 16,000 

Lcj.r : Deprecia- 
tion (+. 20% 3,200 


1.35,745 

12,000 

4.SC0 

45.000 

12.000 
1.5C0 

12,800 


Cash in hand 


4,900 


2,29,745 


2,29,745 


problem 14. Mr. A keeps his books under Single Entry System. 
'Ike portion of his business as on 1st January, 1970 was as under : 

Sundry creditors Rs, 17,000; Freehold Premises Rs. 50,000; Stock 
R-. 25,PtT; Sundry Debtors Rs. 20,000; Furniture Rs. 2,000. 

The following is the summary of his Cash Book: 


l\il-C!''tS 

Amount 

Payments 

Amount 

S':?: !ry Debtors 

Rs. 

15,000 

Bank Balance 1st Jan., 

Rs. 

C.oh S;de:> 

80,000 

19/0— Overdraft 

10,000 



lApcrscs 

{drawings 

Sundry Creditors 

Cush in. hand 

Cash at Bank 

50.CC0 
3 CCD 
20JJQ0 
2,000 
10,000 


9 5, COO 


95, COO 


rc* rr rmr 


The ibUv'.v-ng further information is available : 


CM 


stock 


, — • Rs. 30.000 ; Closing Debtors Rs. 2AOOO • Closinf- 

.^preciate premises by 10% and Furniture by 
.7% cc f* / c i'p c . l g ~t /• : wtpensts include Rs. 2,500 
“ ■ .7747,77.7,, - ,u - " - r *« C ~ s: ‘ 5 -Res include Rs. 2,000 for sale of his 


Vo a art returned to prepare a Trading and Profit & Loss Arrmmi 

3hl ^ ccein ‘ >:r 1970 and a Balance Shect^s^on That 


S‘::ty your 


a etc 


xorkr. 


(U.B. Part I } October 1971) 
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•Solution: 

TRADING AND PROFIT & LOSS ACCOUNT 
OF A 

for the year ended 3 1st December, 1970 


Dr. 




Cr. 

Particulars 

Details Amount 

Particulars 

Details 

Amount 

To Opening stock 
To Purchases 

Rs. • Rs. 

25,000 

By Sales ; 
Credit 

Rs. 

' 20,000 

Rs. 

(Credit) 

To Gross Profit 

15.000 

88.000 

Cash 

78,000 

98,000 

(Balancing figure) 


By Closing Stock 

30,000 


1,28,000 



1,28,000 


To Expenses 


47,500 

By Gross Profit 

To Depreciation : 



b/f from 

On Premises @ 



Trading A/c 

10% on Rs. 50,000 
On Furniture @ 

•5,000 



1;% on Rs. 2,000 

300 

5,300 


To Reserve for Bad 




and doubtful debts 




@ 2J% on 

Rs. 2e,000 


625 


To Net Profit 




(Balancing figure ) 


34,575 



88,000 


- 88,000 


88,000 


BALANCE SHEET OF A 
as on 31st December, 1970 


Liabilities 

Details Amount 

Assets Details 

Amount 


Rs, Rs. 

Rs. 

Rs. 

A’s Capital : 

70,000 

Freehold 


Add : Capital 


Premises £5^50,000 


, introduced (by 


Less : Deprecia- 


selling personal 


tion @10% 5,000 

45,000 

jewellery) . 

2,000 

■ 


Total c/fd 

72^000 

Total c/fd 
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Rs. R s. 

Total t/fd 72, COO 

Add: Profit for 
the year 34,575 

1,06/75 

Less : Drawings 
House 

rent 2,500 

Cash 3,000 5,500 1,01,0/5 

Sundry Creditors 12,000 


1,13,075 


FINAL ACCOUNTS 

Rs. Rs- 

Total b/fd 45,000 

Furniture 2,CC0 

Less : Deprecia- 
tion (P 15 r 0 3C0 1,700 

Debtors 25,000 

Less : Reserve 
for bad and 
doubtful debts 

(521% 625 24,375 

Closing stock 30,000 

Cash on hand 2,000 

Cash at Bank 10,000 

1,13,075 


Workings : 

(1) Calculation of Credit Purchases : 

j Or. SUNDRY CREDITORS A/C Cr. 

Particulars Amount Particulars Amount 


Rs. Rs. 

To Cash (paid to them) 20,000 By Balance b/f 
To Balance c/f (as on 1st January) 17,000 

/ (as on 31st December) 12,000 By Purchases 

(Balancing figure) 15,000 

32,000 32,000 


(2) Calculation of Credit Sates : 

Dr. SUNDRY DEBTORS A/C 


Particulars 


Amount 


Particulars 


Amount 


To lUar-ce b/f 
(as on Ul January'. 
To Sales 

( Pal cine ) 


By Cash (Received 

20,000 from them) 1 5,000 

Bv Balance c/f 

20,000 (as on 3 hi December) 25,000 


40,070 


40,000 
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(3) Calculation of Cash Sales : 

Total Cash Sales - Rs. 80,000 

Less : Sales of A’s personal jewellery 
included in sales instead of being 
credited to his Capital Account as 

capital introduced by him Rs. 2,000 Rs. 78,000 


(4) Calculation of A’s Capital as on 1st January, 1970 

BALANCING SHEET OF A 
as on 1st January, 1970 

Liabilities 

Amount Assets 

Amount 


Rs. 

Rs. 

Sundry Creditors 

17,000 Freehold Premises 

50,000 

Bank overdraft 

10,000 Stock 

25,000 

A’s Capital 

Sundry Debtors 

20.000 

(Balancing figure) 

70,000 Furniture 

2,000 


97,000 - ‘ 

97,00 


== = == 

=== 

r 

• • • • 

' r • i the 

book 1 ' » 


• the 

year 

» i l , ■ ; 


- 


Rs. 

Sundry Debtors 


52,000 

Creditors 


22,000 

Cash in hand 


2,392 

Furniture 


3,500 

Motor car 


22,000 

Purchases 


1,45,000 

Sales 


2,92,000 

Sales Returns 


2,600 

Salaries 


8,420 

Opening Stock 


11,400 

Motor car expenses 


6,108 

Rent, rates and taxes 


3,600 

Insurance premium paid on 1st October 197^ 

2,400 

Cash at Bank 


6,200 

Machinery 


24,000 

Wages 



General expenses 




P S.B.K. 5 83—14. 
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Carriage inwards 

FINAL ACCOUNTS 

2,C40 

Carriage outwards 

1,630 

Fuel and power 

6,430 

JCerkar's Capital 

20,000 

Drawings 

8,000 

The following information is relevant : 



(1) Closing Stock Rs. 35,000. 

(2) Goods worth Rs. 2,C00 were distributed as free samples. 

(3) Rs. 1.0C0 paid for machinery erection was debited to wages 
account. 

(4) Write off further bad debts Rs. 2,000 and create a Reserve for 
doubtful debts at 5% of Sundry Debtors. 

(5) Depreciate Furniture and Machinery by 10% and Motor-car 
by 20%. 

(6) Commission of Rs. 3,600 has been earned but not received till 
the close of the accounting year. 

(7) An amount of Rs. 10,000 was borrowed from Mr. Paranjpe 
on 1st July, 1974 and it was returned on 3!sl December, 1974. 
However, interest at 10% p a. still remains unpaid. 

(7.7.2?. Pari I, November 1975) 
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Solution: 

TRADING - AND ^PROFIT & LOSS ACCOUNT 
OF M/S KERKAR 

Dr. for the year ended 3 1st December, 1974 . Cr, 


Particulars 

Details' 

Amount 

Particulars Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. ' 

To Opening Stock 


11,400 

By Sales 2,92,000 


To Purchases 

Less: Cost of 

1,45,000 

t 

Less : Sales 
returns 2,600 

2,89,400 

buted transferred to 
Advertisement A/c 
in the Profit 
&, Loss A/c 

2,000 

1,43,000 

By Closing 
stock . 

35,000 

To Wages 

23,600 



i 

Less: Erection 
charges for machi- 
nery wrongly 
debited to Wages 
Account, trans- 
ferred to Machinery 
Account in the 
Balance Sheet 

1,000 

22,600 

. 

,• 

To Carriage inwards 


2,040 



To Fuel and power 


6,430 



To Gross Profit 


1,38,930 






3,24,400 


3,24,400 
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Salaries 


8,420 

By Gross Profit 


i Motor-car 



b/f from 

1,38,930 

xpcnscs 


6,108 

Trading A/c 

o Rent, rales & 



By Commission 


axes 


3,600 

(due but not 

3,600 

o Insurance 

2,400 

yet received) 

jess: Prepaid for 

9 months from 
1-1-1975 to 
30-9-1975 

1,800 

600 



To General 
expenses 

To Carriage 


2,680 



outwards 

To Advertisment 


1,630 



(Distribution of 
free samples) 


2,000 



To Had Debts 
(Written off) 

To Reserve for 


2,000 



bad & doubtful 
detbts 5% on 

Rs. 50,000, i.c., 

Rs. 52,000- 2 .000) 


2,500 




To Depreciation: 

On Furniture @ 10% 
on Rs. 3,500 ' 350 

On Machinery <" 10% 
on Rs. 25.000' (Rs. 

24,GOO-HOCO) 2,500 

On Motor-car <«, 20% 
on Rs. 22,000 4,400 7,250 


To Interest on Loan 
((<J 10% on 
Rs. 50,100 for 6 
months from 1-7-1974 
to 3 M2- 1974} 500 

To Net Profit 1.05,242 

1,42,530 


1,42,531 
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Liabilities Details 

Amount 

Assets Details 

Rs. 

Rs. 


Rs. 

Kerkar’s Capital 


Sundry Debtors 

52,000 

A/c : 20,000 


Less : Bad , 

Less : Drawings _ 8,000 

~ 

Debts 

2,000 

12,000 

Add : Net profit 
for the jear 1,05,242 

BL-rsf 

1,17,242 

Less Reserve 
for Doubt- 
full Debts @ 
<•>/ 

50,000 

Creditors 

22,000 

O /t} 

x,*>uu 

Outstanding 

Cash in fiand 


expenses : 


Furniture 

3,500 

Interest on Loan 

500 

Less: Depre- i 
ciation @ 10% 

350 



Motor-car 

Less : Depre- 

22,000 



ciation @ 20% 

4,400 



Cash at Bank 
Machinery 

Add : Erection 

24,000 



charges wrongly 



debited to 
wages account 

1,000 




25,000 



Less : Depreci- 
ation @ 10% 

2,500 


Stock in hand 

Outstanding 
Incomes : 
Commission 
earned but not 
received 

Prepaid Expenses ; 
Insurance 
premium paid 
upto 30-9-1 9 7S 


1,39,742 


Amount 

~Rs7~ 


47,500 

2,392 

3,150 

17,600 

6,200 


22,500 

35.0C0 

3,600 

1,800 
' 1 , 32.742 


C 
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Problem 16. Prepare a Trading and Profit and Loss account for 
the Year ended 3ist December 1980, and Balance Sheet of the Premier 
Trading Company, as at 31st December 1980, from the following extract 

of ledger Balances and additional information- 

Please clearly show your working on Reserves on Doubtful Debts, 
and Depreciation, separately 

Rs. 


Proprietor’s Capital Account 1,19,auu 

Proprietor’s Drawings Account 10,e50 

Bills Receivable 9,500 

Plant and Machinery 28,800 

Wages 40.970 

Salaries 11,000 

Sundry Debtors 62,000 

Sundry Creditors 59,630 

Loan (Received) Cr. at 6% 20,000 

Returns inwards _2,780 

Purchases 2,56,590 

Sales 3,56.430 

Commission received 5,640 

Discount allowed 5.S70 

Rent and taxes 5,620 

Stock 1st January 19S0 £9,680 

Travelling expenses _ 1,880 

Insurance (Annual Premium Rs. 300 ; paid up to 

March 19S1) 400 

Cash 530 

Bank — (Debit Balance) 18,970 

Repair and renewals 3,370 

Bad debts 3,620 

Fixtures & Fittings 8,970 


The following additional information is also available : — 

(1) Stock on hand on 31st December 1980 was Rs. 1,2S,96Q. 

(2) Sundry Debtors include Rs. 1,000, Doubtful receivable from 
Mr. Rathod of which Rs. 500 is to be written off. 

(3) Create a reserve of 5% on Sundry Debtors. 

(4) Interest <n 5% per annum to be allowed on Proprietor’s capital. 

(5) \\ ages include Rs. 1,200 for erection of new machinery pur- 
chased last year. 

(6) Depreciate Plant and Machinery by 5% and Fixtures and 
Fittings by 10% per annum. 

(7) Commission earned, not received Rs. 600. 

(8) Interest on loan for the last two months is not paid. 

( Ll.B Part /; November JP£7) 
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TRADING AND POFIT & LOSS ACCOUNT OF 
THE PREMIER TRADING COMPANY 
for the year ending 3 1st December, 1980 
Particulars Details Amount Particulars Details Amount 


To Stock 1-1-1980 
To Purchases 
To Wages 

Less: for erection of 
new machinery 


Rs. . Rs.. .r Rs. R S . 

„ . 89,680 By Sales 3,56,430 

2,56,590 Less: Returns 

40,970 -Inwards- 2,780 3,53,650- 

1,200, 39,770 By Closing Stock . .1,28,960- 


To Gross Profit 


96,570 

4,82,610 


4'82,61Q’ 


To Salaries 
To Discount allowed 
To Rent & taxes 
To Travelling expenses 
To Insurance premium 
Less: Prepaid upto 
March, 1981 

To Repairs* renewals 
To Bad Debts 
Add. Written off 

To Reserve for 
doubtful debts 
(@ 5% on Rs. 61,500) 
To Interest on Capital 
outstanding 
(@ 5% on 
Rs. 1,19,400) 

To Depreciation on: 
Plant & Machinery 
(@ 5% on Rs. 30,000) 
Fixtures &' Fittings 
(@ 10% on Rs. 8,970) 
To Interest on loan 
outstanding 
(@ 6% on Rs. 20,000) 
for two months) 

To Net Profit c/fd. to 
Capital A/c 


11,000 By Gross profit 
5,870 By Commission 
5,620 Add: Earned but 
1,880 not received 

300 

3,370 

4,120 

3,075 

5,970 

1,500 

897 

200 

59,008- 

1,02,810 


400 

100 

3,620 

500 


96,570 

5,640 

600 6,240. 


1,02,810 
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Note: Interest on Loan @ 6% p.a. on Rs. 20,000 for a period of 
10 months paid during the period is not shown in the Trial Balance. It 
is assumed that this amount of Rs. 1,000 has been included in some other 
account. 

BALANCE SHEET 

OF THE PREMIER TRADING COMPANY 
as on 31st December, 1980 


Liabilities 

Details 

Amount Assets Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

Proprietor’s Capital 


Bills Receivable 


9,500 

A/c 

1,19,400 

Plant & Machi- 



Add: Net Profit 

59,008 

nery 

28,800 


Add: Interest on 


Add: Wages paid 



capital 

5,970 

for erection of 




— 

machinery 

1,200 



1,84,378 




Less: Drawings 

10,550 

1,73,828 

30,000 



— 

Less : Depreciation 



6% Loan A/c 

20,000 

@5% 

1,500 

28,500 

Add: Interest out- 





standing 

200 

20,200 Sundry Debtors 

62,000 


Sundry Creditors 


59,630 Less: Bad debts 





written oft 

500 





61,500 




Less : Reserve for 





doubtful debts 



i 


% 5% 

3,075 

58,425 



Insurance Pre- 





mium prepaid 





upto 31st March 


100 



Cash 


530 



Bank 


18,970 



Fixture &Fittinns 

8,970 




Less: Deprc- 





cation (<{ : 10% 

897 

8,073 



Siock on hand 


1 ,28,960 



Commission 

; 




outstanding 


- - 600 
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Problem 17. From the following Trial Balance of Shishir, you are 
required to prepare Final Accounts for the year ended 31st March 1979, 
after making the necessary adjustments : 


Name of the Account 

Debit 

Credit 


Rs. 

Rs. - 

Capital and Drawings accounts 

10,000 

2,00,000 

Freehold property 

60,000 


Plant and machinery 

1,00,000 


Salaries 

14,000 


Printing and stationary 

2,000 


Furniture and fixtures ' 

4,000 


Discount 

1,500 


Bills payable 


5,700 

Debtors and Creditors 

25,000 

40,000 

Insurance 

3,000 


Bad debts 

600 


Office rent 

2,600 


Loose tools 

2,000 


Provision for doubtful debts 


4,800 

Loan to Sudhir at 10% on 1st October 1978 

40,000 

Interest on loan to Sudhir 


1,000 

Cash at Bank 

25,000 


Cash on hand 

10,500 


Stock-3lst March 1979 

74,000 


Trading profits 

1,17,200 

Outstanding wages — 31st March 1979 


. 500 

Insurance claim received for loss of goods 


5,000 


3,74,200 

3,74,200 



= — =» = 


Adjustments : 

(1) Outstandig salaries~Rs. 700. 

(2) Prepaid insurance— Rs. 400. 

(3) Value of Loose tools on 31st March 1979 Rs. 1,500. 

(4) A new machinery was purchased on credit and installed on 
28th February 1979 costing Rs 15,000. No entry for the same 
has yet been made in the books. 

(5) Depreciate (on closing balance) — 

Plant and machinery at 10%, 

Furniture and fixtures at 5%. 

The Provision for doubtful debts is to be maintained ® 5%. 

(I.I.B. Part I, April 1979 ) 


( 6 ) 
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final accounts 


Solution : 


PROFIT & LOSS ACCOUNT OF SHISHIR 
for the year ended 31st March, 1979 


Dr. 




Cr. 

Particulars Details 

Amount 

Particulars 

Details 

Amount 

Rs. 

Rs. 


Rs. 

Rs. 

To Salaries 14,000 


By Trading profits 


1,17,200 

Add : Out- 


By Provision for 



standing 7C0 

14,700 

doubtful debts 

4,800 


— 


Less : Bad debts 

600 


To Printing and 



— 


stationery 

2,000 


4,200 


To Discount 

1.5C0 

Less : Provisions 



To Insurance 3,000 


required (gt 5% 



Less : Prepaid 400 

2,600 

on Rs. 25,000 

1,250 

2,950 

To Office rent 

2,600 

By Interest on 



To Depreciation : 


loan to Sudhir 

1,000 


On Plant and 


Add : Outstanding 



machinery 1 1 ,500 


id 10% an 



l/d 10% on the 


Rs. 40,000 for 6 



closing balance 


months from 



of Rs. 1,15,000 


1-101978 to 



(Rs. 1,00 000+ 


31-?- 1979. i.c.. 



Rs. 15,000)] 


Rs. 2,C 00, out of 



On Furniture and 


which Rs. 1,000 



fixtures 200 


already received) 

1,000 

2,000 

5% on Rs. 4, COO) 





'n Loose tools 500 

12,2C0 

Bv Insurance 



(Rs. 2.000- 


claim received for 



1 .500) 


loss of goods 


5,0C0 

'To Net Profit 

91,550 





1,27,150 


1,27,150 
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BALANCE SHEET OF SHfSHJR 
as on 31st March, 1979 
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liabilities 

Details 

Amount 

A uets Details 


Rs. 

Rs. 

Rs. 

Capital a/c 

Add : Net, 
profit 

2 00,000 

91,550 

2,91,550 


Freehold 

properly 

Plant £i machi- 
nery 1,00,000 

Add : Purchas:d 

Less : Drawings 

10,000 

2,81,550 

on 28-2-1979 15,000 

Creditors 

40,000 


1,15,000 

Add : Suppliers 
,of machinery 

15.C00 

55,000 

Less : Deprecia- 
tion @10% 
on closing * 

Bills payable 


5,7C0 

balance 11,500 

Outstanding 
expenses : 
Wages 

500 


Furniture and 
fixtures 4,000 ' 

Less : Depre- 

Salaries " 

700 

1,200 

ciation @5% 2C0 


Loose tools 2.0C0 

Lscs : Deprecu- 
t'on 500. 


Loose tools 2.0C0 

Lscs : Deprecu- 
t'on 500. 

Debtors 25,000 

Less : Provision 
for doubtful 
debts @5% 1,250 

Loan to Sudbir 
at 10% 40,000 

Add : Interest 
outstanding 1,000 


Cash at Bank 
Cash on band 
Stock (31-3-1979) 
Prepaid expenses : 
Insurance 


Amount 

Rs! 

60,000 


1 ,03,500 

3,800 

1,500 

23,750 

41.000 

25.000 
10,500 

74.000 

400 

3,43,450 


3,43,450 
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ADJUSTING JOURNAL ENTRIES 


Particulars 


Debit 

Amount 


Credit 

Amount 


(1) Salaries A/c Dr. 

To Salaries outstanding A/c 

(Being Salaries outstanding for the 
period) 

(2) Insurance prepaid A/c Dr. 

To Insurance A/c 

(Being insurance changes paid in 
advance for the next period) 

(3) Depreciation A/c Dr. 

To Loose tools 

(Being the value of loose tools 

decreased from Rs. 2,000 to 

Rs. 1,500) 


(4) Machinery A/c Dr. 

To Suppliers of Machinery 

(Being machinery purchased on 
28-2*1979 on credit but not recorded 
in the books, now rectified) 

(5) Depreciation A/c Dr. 

To Plant & Machinery A/c 

(Being depreciation provided on 
plant and machinery @ 10% on 
■n the closing balance of Rs. 1,15,000, 

i.c the opening balance of 
Rs. 1,00,000 plus purchases during 
the period for Rs. 15,000) 

{(') Sundry Debtors A/c Dr. 

To Provision for doubtful debts A/c 

; Being the old provision of Rs. 4,800 
;? reduced to Rs. 4, 200 for the bad 
dvbts amounting to Rs t 00 during 
P-ri'-d. 1 :.e provision for 
O’V.b;!:*! dvV.s L to be maintained 
5% on Sundry Debtors amount- 
by to Rs. 25.00 ), i.c., Its. 1,250. 
i nerc'oj e, tre existing pro 1 . ision m, 
teu.:c;d by Udieience (Rs. 4,2(0 
-IK 1.250)1 


15,000 


11,500 


2,950 


15,000 


11,500 


2,950 
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Problem 18. From the following Trial Balance of Shri Kumar, 
prepare Trading and Profit and Loss Account for the year ended 31st 
March 1979 and a Balance Sheet as on that date : 


Name of She Acconnt 

' Debit 

Credit 


Rs. 

Rs. 

Stock at beginning 

55,000 


Purchases and Sales 

1,92,500 ' 

2,93,500 

Wages and salaries 

12,500 


Carriage inward 

4,000 


Insurance 

3,500 


Bills Receivable and Bills Payable 

22,500 

18,500 

Commission 

4,000 


Interest 

3,500 


Trade expenses 

3,450 


Debtors and r reditors 

1,50,000 

93,250 

Furniture • il 1978 - 

6,000 


Cash in hand anu at Bank 

42,250 


Rent and taxes 

12,750 


Sale of furniture on 3 1st March 1979 


. 1,000 

Discount received 


200 

Charges paid against consignment 

8,000 


Sales— Re-consignment 


€4,000 

Consignor’s balance on 1st April 1978 


• 40,000 

. Cash sent to Consignor 

80,000 


_ Capital 


89,500 


5,99,950 

5,99,950 


= == = ~ 

==== = 


‘ Adjustments : 

’ («) Stock on 31st March 1979 Rs. 80,000 (including stock of 
stationery Rs. 80). 

(//) Trade expenses include payments for stationery Rs, 2,250. 

(iii) Stock at beginning includes stock of stationery m the beginning. 
Rs. 180. 

(iv) Creditors at the end include Creditors for stationery Rs, 300 for 
credit purchases. 

(») Furniture sold was appearing in the Balance Sheet as on 31st 
March 197S at Rs. 1,300. 

(vi) Stationery of Rs. 200 was consumed by the proprietor. 

(vii) Bills Receivable include a dishonoured bill of Rs. 800. 
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(v/f;) Included in the Debtors is an amount of Rs. 200 in respect of a 
bankrupt debtor whose estate is expected to realise not more 
than 25 paisc in a rupee and an item of Rs. 500 for goods 
supplied to the proprietor. 

(ix) Make provision for doubtful debts at 5% on debtors, 

(v) Commission receivable on sale of consignment Rs. 4,000 is to 
be provided. 

(/ I.B. Part /, November 1979) 


Scltiti on : 

TRADING AND PROFIT & LOSS ACCOUNT OF SHRI KUMAR 
Dr. for the year ending 31st March, 1979 Cr. 

Particulars Details Amount Particulars Details . Amount 


Rs. Rs. 

To Opening stock 55,000 
Less : Stock of 

stationer y 3 80 54,S20*00 


Rs. Rs. 

By Sales 2,93,500 00 

By Closing stock 80,000 
Less : Stock of 

stationery 80 79,920*00 


To Purchases 1,92,500 
Less : for 

stationery 300 1,92,200*00 

To Wages and 

salaries 12,5C0’00 

To Carriage inward 4,000*00 

■ ; To Gross profit c/d 1,09,900*00 

( Balancing figure) 


3,73,420-00 


3,73,420*00 


To Insurance 
To Commission 
To Interest 

To Trade expenses 3,450 
Less : Payments 

for stationery 2,250 


3,500*00 By Gross profit b/d 1,09,900*00 

4,000*00 By Discount received 200 00 

3,500 00 By Commission 

receivable 4,000*00 

, < 0n salc °f consigment) 


12 , 200*00 


Total c/fd 


Total c/fd 


1,14.100*00 
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Totalb/fd 12,200-00 Total b/fd, 1,14,100 00 


To Rent and taxes 

12,750-00 

10 Stationery consumed : 

Opening stock 

180 

Add : Purchases: 


Cash , - 

2,250 

Credit 

300- r 


2,730 


-Less : Consumed by - 
proprietor 200 

2,530 

Less : Closing stock 80 2,450'03 

To Loss on sale of 
old furniture : 

Book value 1,300 
.Less : Sale proceeds - 1,000 _ 300 00 

To Bad debts : 

Bankrupt debtor 200 
Less : -25% realisable 50 150'00 

To Provision for 
doubtful, debts 

(®5% on Rs. 1,50,150) 7,507'50 
To Net profit - 78,742-50 

, ( Balancing figure ) 


1,14,10000 1,14,10000 


-Working for Consignor’s Balance: 

Dr. . * Consignors’ A/c ; Cr. 

Particulars Amount Particulars Amount 

Rs. Rs. 

To Cash 80,000 By Balance b/d 40,000 

To Charges paid 8,000 By Sales 64,000 

To Commission receivable 4,000 

To Balance c/d 12,000 

(Balancing figure) 


1,04,000 


.1,04,000 


o 

o 

o 
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RESERVES AND PROVISIONS, SINKING AND RESERVE FUNDS 

c 

RESERVES AND PROVISIONS 
SINKING AND RESERVE FUNDS 


Problem 1. Distinguish between ‘Provision’ and ‘Reserve’. 

Solution. Every business is full of risks and uncertainties and in 
order to save the concern from such mishappenihgs and undesired events, 
it* is necessary for every business to make provisions and reserves. 

Provisions. Provis ions mean anv . amount written off or retai ned 
by way ofjsrpyidingjbr depreciation, re newa i ror VjTm Tmrub n in the^Sa'iue ~ 
of assets T 'or retained by _way ~o f~ providing for ~any„known. liability of 
whfcff tfie~iuifount ca nnol be determined with substantia] .accu racy . (If the 
a m ou h f oTlaTTab fifty can be ascertained, it is classified as a liability and 
not as a provision.) 

The following arc instances of amounts retained in the business out. 
of earnings for different purposes, which arc known as Provisions : . 

(1) Provision for Depreciation on Assets. 

(2) Amount set aside for writting off Bad Debts, Provision for 
Doubtful Debts, Provision for Discount on Debtors, etc. 

(3) An appropriation made for payment of taxes still, to be 

assessed. - . 

(4) Amount provided for meeting claims which are admissible in 
principle but the amount whercot has not been ascertained, i.e., Provision 
for Contingent Liabilities. 

(5) Provision for Repairs and Renewals, etc. 

Provision is a charge against profit, and it is debited to Profit & 
Loss Account before arriving at the figure of net profit or loss. 

Reserves. Reserve means any amount which is appropriated out 
of profits as a matter of financial prudence to save the concern from 
prospective losses and liabilities. It is not meant io cover any liability, 
contingency, commitment or reduction in the value of an asset. Reserves 
are in fact provided for increasing the working capital of the. business, to 
strengthen its financial position. Provisions that ultimately prove to be 
in excess of amounts required or have been made too liberally, arc 
Reserves. 

Problem 2. What is the difference between (1) General Reserve, 
and (2) Specific Reserve. 

( l.l.B . Part I, October 1972) 

Give short note on — Specific Reserve. 

(l.l.B. Part I, May 1969) 

Solution. Reserves arc of two kinds : 

O) General Reserve, and 

(2) Specific Reserve. 



• RESERVES AND FftOVIilONS, SINKING AND RESERVE FUNDS 


; 3*72 


(1) - General . Reserve. General reserve is created only to 
strengthen the fin. inch! position of the business and to keep fundi 

nblc for any future contingency or expansion that may be required, ..This 
represents accumulation of profit *set apart m*» *» profit*. To 

■create the General Reserve, P . . ’ , . ount is debi- 
ted and General Reserve Acct . ,’■■■, .ijicrve Account 

and a Profit and Loss Accouiu vmit a oebit balance cannot appear side by 
side in the Balance Sheet— one of the two will be dosed by transferring 
to the other account. 

(2) Specific Reserve. This reserve is created, for specific 

purposes, such as Dividend Equalisation Reserve,, Debentures Redemp- 
tion Reserve, etc. Even if the Profit & Loss Account d**l- : * balance, 
the balance of any snertfie «•*- ' ; . . . ■ < de in the 

Balance Sheet. In - • . . ; ■ Specific 

Resene is the other , - ' 

Problem 3. Give short note on— Secret Reserve. 

(/ IB, Pan I, May 1969 ) 

Solution : Secret Reserve. A secret reserve js a reserve the 
existence of which is not disclosed in the final accounts of the concern. It 
is created by showing lesser value of the Assets or higher value of the 
Liabilities, as e,g., 

(a) By charging excessive depreciation; 

(b) By writing down assets such as Premises, Stock-in-trade, Good- 
will, etc., below their real values; 

(c) By creating excessive provisions for Bad Debts, Discounts and 
„ other Contingencies ; 

(d) By charging capital expenditure as revenue expenditure, e.g., 
additions to buildings charged to repairs account ; 

(e) By suppression of sales; 

(/) By showing reserves as creditors; 

(y) By showing a contingent liability as an actual liability, or by 
showing an asset as a contingent asset. 

Creating secret reserve is advantageous to a concern on account 
of the following reasons: 

(1) It increases the working capital oF the concern. 

(2) It conceals large profits made by the business. 

(3) Extra-ordinary losses can bejnet without disturbing the financial 
strength as disclosed m the final accounts. 

(4) Uniform rate of dividends can be maintained. 

Creation of secret reserve leads to the fallowing disadvantages: 

(1) The final accounts of the concern do not show the actual results 
of trading and the true financial position. 

(2) The amount of secret reserves can be mis-utilised. 
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RECEIPTS & PAYMENTS ACCOUNT, 
INCOME & EXPENDITURE ACCOUNT, 
AND BALANCE SHEET 


Problem 1. What do you understand by Receipts and Payments 
Account and Income and Expenditure Account ?. Describe the procedure 
for converting a Receipts and Payments Account into an Income and 
Expenditure Account. r 

Solution. . There are certain institutions such as 'Clubs, Societies, 
Associations, Hospitals, Educational Institutions, Trade Unions, Chari- 
table institutions, etc., which are established only for the purpose of 
rendering service and riot for earning pro fits. It is necessary to maintain 
proper accounts in such concerns to avoid or minimise the chances of mis- 
•appropriation and embezzlement of members money. The following are 
the main books which are normally kept by such institutions : ' 

(1) ‘ Register of members, i 

(2) ’ .Minutes book to record the proceedings of meetings, ^ 

(3) Cash Receipts Journal, . - : 

(4) • Cash Payments Journal, 

(5) ' Ledger, and - ’ - L , 

(6) Journal proper. 

"With the help of the above noted 3rd, 4th and 5th books final statements 
of these institutions are prepared for the perusal of the members. These 
final statements consist of : 

(a) Receipts and Payments Account, 

(b) Income and Expenditure Account, and 

(c) Balance Sheet. 

<fl) RECEIPTS AND PAYMENTS ACCOUNT : 

It is a summary of actual cash receipts and payments covering a 
particular period. The receipts are entered on the debit side and the pay- 
ments on the credit side. This account commences with the opening 
balance of cash in hand/cash at bank, and similarly closes with the 
balance of cash/bank at the end of the period. 

All cash received and paid during the period, whether relating to 
•that period, past or future, on account of capital or revenue, would be 
included in it. As it is mere a summary of cash transactions “ •* — - 
include any incomes or expenses outstanding. 
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(b) INCOME AND EXPENDITURE ACCOUNT: 

This is a revenue account and includes all income earned during that 
given period, whether actually received or not: • and all expenditure 
incurred for the institution, whether actually paid or not. 

The incomes are shown on the credit side and the expenses on the 
debit side. It records only the revenue' items; and serve to indicate the 
surolns, /.<?., excess of income over the expenditure during the period, or 

the "deficit, / .c., the excess of expenditure over the income- during- that 

period. 

(c) BALANCE SHEET: 


It contains the particulars of all assets and liabilities of the concern 
at the date at which it is made up. The excess of the assets over liabilities 
is called the Capital Fund; Separate funds accounts arc kept for the' 
amounts raised for special purposes. 


CONVERSION OF RECEIPTS AND PAYMENTS ACCOUNT 
INTO AN INCOME AND EXPENDITURE ACCOUNT 


The undernoted steps are followed for the captioncd purpose : • 

(i) Exclude opening and closing Cash/Bank, balances. 

(ii) Eliminate all items of capital receipts and payments. 

(Hi) Analyse the items of revenue nature on the receipts (debit) side* 
and exclude incomes of the previous period, or any income received in 
advance for the next period. 

O’v) Provide for accrued incomes, he., the incomes earned during 
the period but not yet received. 

(v) Analyse the items of revenue nature on the payments (credit) 
side, and exclude expenditure of the proceeding period or the succeeding 
period. 

(n) Provide for expenditure due but not yet paid. 

(w7) Provide for depreciation, bad-debts and any other item, which 
would affect the net income of the concern. 


point 


PREPARATION OF BALANCE SHEET 
Balance Sheet will be prepared keeping in view the iollowing 


(/} The assets appearing in the previous year’s Balance Sheet should 
be adjusted for any sale or purchase during the period arid the dcprccia- 
tmn. In case of sale, only the book value of the asset sold should be 
deducted from that asset account. The difference in the book value and 
the -actual sale proceeds is treated as profit or loss on sale of asset and is 
cnieree m the income and expenditure account for the period . 

jTTrLfTT 5 ':-'- ,h ? «"■»* "i" fcc •town on the receipt; 

-T i * .W " vv!1, y Account and lire purchase of any asset 

v.u: l-.- r ; on me payments side of the above said account. 


uu Incomes nv; 
sad-; of the Balance Sh 


d but not yet received will 
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■ ! (hi) If any advance has^ been'given to ’ a person; 1 the; amount ’ will 1 
appear- onUhe -'payments! side - and any recovery frotrPhim will be on the 
receipts side The net receivabld amount Will be shown as an asset in J the 
Balance Sheet ' - * 

(iv) -The liabilities' appearing in the previous year’s Balance Sheet 
should be adjusted ■'for any payment made against them, which informa- 
tion is provided by the Receipts and Payments' account. \ - .3 ■ * * , 

' ~ ind incomes receiv- 
c 

, id on "the 'receipts 

j *: ‘ * ? . ' \ * '* • amount less any repay 

• ‘ ■ own on the liabilities 

- * *(»*//) Special receipts like'donations fdr -buildings,' etc? will boshbwn 
as a fund for that purpose dn the liabilities-side J l 

; (viii) ' The'rapital fund appearing in the previous year’s' Balance 
Sheet- win be adjusted for'the 'current year’s surplus or deficit as shown by 
the income and Expenditure account and the net amount will be shown 
in; the 'Balance Sheet' on the liabilities side. Life membership fees, and 
entrance fees; if capitalised, will also be added in the Capital Fund. 

Problem -2... -Mention the’important points of distinction between 
a Receipts'^ Pay merits 'Account and an Income & Expenditure Account. 

'• ' :i ‘ V / (I.I.B. Part I, April 1980) 

Solntion : The distinguishing features or the above mentioned two 
. forms ofaccounts-are-brieflycnum^atedbelowrr 


Receipts and Payments Account 

(1) It is a summarised and classified 
- form of Cash and Bank trans- 
actions and the transactions are 
entered on the same side as in 

' the Cash Book. It starts with 
the opening Cash or Bink 
balance (on the debit side) oc 
- ‘Bank overdraft (on the credit 
side). It is debited with all sums 
received and credited with 
amounts paid out. 

(2) The balance of the account at 
the end of the period represents 
the difference between the 
amount of cash received and 
paid out. It is always in debit 

L> except where there is bank over- 
' draft. 


Income and Expenditure t Account 


(I) It is drawn up in the same form 
as theiProfif and "Loss 'Account. 
Expenditure of revenue nature 
only are shown 1 on the debit 
side, and incomes' of revenue 
nature arc shown on ,the credit 
side. It Hoes not start With an 
opening balance.*- * a - 


(2) The closing balance ■ represents 
the amount by which the income 
exceeds the expenditure or vice- 
versa. It shows either the net 
surplus; or deficit on the ' work- 
ing of the concern for the period. 
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(3) The closing balance is carried 
forward and forms the opening 
balance of the next following 
period. 


^(4) All the receipts and payments, 
whether of a revenue nature or 
capital nature, are included in 
the account. 


(5) It records^! receipts and pay- 
ments during the period, whether 
or not they actually relate to 
that period. 


(3) The closing balance of the 
account is not carried forward, 
but is transferred . to Capital 
Fund Account which is shown 
on the liabilities side of the 
Balance Sheet. 

(4) Expenditure of a revenue nature 
only is shown on the Debit side, 
and income of revenue nature is 
shown on the credit side. Capital 
receipts and expenditures are not 
taken into account. 

(5) It contains only those items of 
income and expenditur e _rele- 
va nr~to~the~p e riod oT a ccount 
whether receiv ed, or paid o ut as . 
wel l as thos e which have fa Hen 
due for payament or have a ccru - 
ed for recovery ^ Prepai3~expen- 
scs and pre-payments of income 
during the period are excluded. 
Prepaid expenses and prepay- 
ments of income during the last 
period pertaining to the current 
period arc included. 


Problem 3. From the following particulars prepare: 


(a) Receipts and Payments Account, and ( b ) Income and Expendi- 
ture Account of Lchri Lala Club for the year ended 3 1st March, 1976: 

Cash on hand and at Bank Rs. 


on 1-4-1975 
on 1-4-1976 
Subscriptions received 
For 1974-75 
For 1975-76 

Subscriptions due for 1975-76 not yet received 
Receipts from Room hiring 
Tennis court receipts 
Refreshment room receipts 

Salaries paid at Rs. 200 per month for 12 months 
v.p to 2itr< February 1976 
Repairs 


900 

3.500 

1,000 

9,000 

1.500 
500 

3,000 

6,250 


2,400 

600 
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Printing and stationery (including Rs. 300 for • 

the previous year) i , 1 500 

Paid for purchases for Refereshment room 4,250 

Wages - 3,400 

Gas and fuel *. 2 000 1 

Rent, rates and taxes (for the year ended 

31st December 1976) * 3,000 

Amounts due to suppliers j j qq 


{1.13. Part I, May 1976) 

‘Solution: 

{a) RECEIPTS AND PAYMENTS ACCOUNT 

OF LEHRI LALA CLUB . . 

for the year ended 31st March, 1976 


Receipts 

Details 

Amount Payments Details - 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

To Balance b/d 


900 

By Salaries: 

, 

To Subscriptions: 



From 1.3.1975 


for 1974-75 

-1,000 


to 28.2.1976 


for 1975-76 

9,000 

10,000 

@Rs. 200 p.m. 

2,400 




By Repairs 

600 

To Room hiring 


500 

By Printing & 





stationery 


ToJTennis court 


3,000 

for 1974-75 300 


To.Re freshmen t 



for 1975-76 1.200 

' 1,500 

room 


6,250 

— 





By Purchases for 





Refreshment 





room 

4,250 




By Wages 

3,400 




By Gas & fuel 

2,000 




By Rent, rates & 


• 



taxes for the year 





ended 31-12-1976 

3,000 




By Balance c/d 

3,500 


20,650 


20,650 
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(b) INCOME -AND EXPENDITURE ACCOUNT 

OF LEII RJ LALA CLUB 

for the ycnr'-endCd 3IS1 March, 1976 


Expenditure 

Details 

Amount 

Income Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

To Salaries: 

Paid 

Leys 1 . Paid for 
March 1975 

2,400 

200 

2,200. 


By Subscriptions: 

Received 10,000 

Less'. Received 

for 1974-75 1,000 

9,000 


Add', Outstanding 
for Mach 

2,400 

Add', Due for 

1975-76 not yet; 


1976 

200 

received 1,500 

10,500 

To Repairs 


600 

By Room hiring'-. 

, ■ 500, 

To Printing Sc., r 
stationery Paid 

1,500 


By Tennis court 

By Refreshment 

room: Receipts 6,250 

3,000 

Loss', Paid for 



Less: Expenses: 


1974-75 

300 • 

1,200 

(/) Payment for 


To Wages 


3,400 

purchases 4,250 
(//) Am’ounl 


: o Gas & fuel 
. , Rent, rates & 
cs paid 

3,000 

2,000 " 

due to 

‘ suppliers 1,100 5,350 

900 


-m* Pro-paid for « 

9 months 
from 1-/1-1976 
to 31-12-1976 
% Rs. 250 

P.,m. 2,250 750 ‘ 

To Surplus— -excess 
of income over 

expenditure 4,550 

14,900 14,900 


Worhinf/ Note; The informal ior 
tile Balance Sheets as shown on the next 


above will be presented in 
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BALANCEiSHEET OF' LEHR!' LAL'A- CLUB--- 


as on 3 1 st \fafch/076 • ' ' ‘ ' . 

Liabilities] 

Amount 

Assets • ■; - 

Amount 

. • • 

'* - Rs. 

■■ 'f - *; 

' Rs. 

Outstanding salaries 

200 

Cash on hand & at Bank 

3,500 • 

Amount doe to 


Subscriptions outstanding * 

1,500 

suppliers 

1,100 

Rent, rates & taxes paid 


Capital Fond 7 

/f«J '£> 

in advance up to 3 J -12-76 

2,250 

Aihk Surplus for 


- - 


the year ended 


, 


31-3-1976 4,550 


7 W 3 

— 

— Tvf^ 5 ' 


BALANCE SHEET OFJLEHRI LALA CLUB , 

' < \ 


as on 3 1st March, 1975 — 

— 

liabilities 

Amount Assets 

Amount . 


Ks. 

- ‘ 

" Ks.' ; 

Outstanding salaries 

200 

Cash on hand & at Bank 1 - ' 

900 * 

Outstanding for printing ±, 

^^Subscriptions outstanding 

1,000 

& stationery: ' 

300 

& 



. Problem 4. From the following particulars, which relate' to a- 
Musical Society, prepare an Income and Expenditure- Account and a 
Balance Sheet as at 31st December 1970: 


BALANCE SHEET 


as on 31st December, 1969 


Liabilities 

Amount 

Rs. 

Assets 

Amount 

Rs. 

Outstanding Creditors 

425 

Cash at Bank 

3,000 

Capital Fund: 


Govt. Securities 

10,000 

Excess of Income over 


Accrued interest 

125' 

expenditure - 

15,575 

Outstanding subscriptions 

400 



Library Books 

1,000 


16,000 

Furniture & Fittings 

1,475 

16,000 


The transactions for the year were: 


, Subscriptions Rs. 2,500; Proceeds received from Euter- 

Ls receiv'ed Rs 4 500 te Ll RS ' 10 °V m ! n 2 u “ secon,KS Rs ' ^75; Entrance 
cs receiVed Ks - 500, Sale proceeds of old ch3ir Ks. 75. 


- —>rn n 'C CO-'C 5 ?-* > 

r.z: 

ACCCiU;*** Or 


, EXPENDITURE accoum 

LAL.A CLtB 


Zrizti 31si _ 


r} 0 icltur& 


Details Amount Iruom 


Details Amount 


S diaries! 




2,400 


-- Paid for 

■" . -rv-rs /.a) 


US. 

T> - - C ptlO— eS* 

iij ----- £ ifsQQO 

Receiveo 

LOSZ'. R-Cvfj * rr. n 

for 19 / 4-/ 3 


r _^V> *5 GV"y 


. 2,200. 


Outstanding 

or Mach a00 

1976 __- 

o Repays 


2,400 

£C 0 


9,000 

/id: Due for 

1975-76 pet yet 
received ' 1 * 2 ° J 


1G.500 


o PrintsngjSn ern 

slatiofiery Paid 1,-0 


P cr. paid for 

" 7 r 300' 


1974-75 


1,200 


o Wages 
-v ~ <9 fuel 

rates & 

t : ■'■■’Id 3,000 

re-paid for 
..onths 

,om 1-4-1976 
to 21-12-1976 
Rs. 250 

p.jn. 2 ’ Z ^ J 


3,400 

2,000 


By Pvoom luring 
By Tennis court 
By Refreshment ^fO 

room: Recess » 
less: Expenses: 

CO Payment for 

purchaser 4 , 2 - u 

(it) Amount 

suffers 1,100 5 £ 50 _ 


zcS) 

jyi 


3,000 


SCO 


750- 


ro Surplus— excess 
of income over 

expenditure 


4,550 


14,900 


14,900 


'■••o-Hr." Note: Th= information given aoov 
t-nc Ealil' Sheets as shown on the next page; 


,-e vail be presented m 
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balance: sheet OF LEHRT LALA club-',- . 1 

as on 31st March', 1^76' * T v ' _ ■ 


Liabilities r 

Amount - 

Assets- 

Amount 


' ' ' f - Rs.' 

{ • . 

Rs. 

Outstanding salaries 20 0 

Cash on hand & a) Bank' ' ■ 

. 3,500' 

Amount due to 


Subscriptions outstanding 1 

■ 1,500 

suppliers 

1,100 

Rent, rates & taxes paid 


Capital Fund 

7 /f*o £> 

in advance up to 31-12-76 

. . 2,250 

Add- Surplus for - 




the year ended 




31-3-1976 

4,550 

" ' 

7 Vs - * 


— 'rUfO' 1 •- ‘ 


, BALANCE SHEET OF ^LEHRl LALfc CLUB 

• \ 

. - - 

as on 3 1 st March,- 1975 — - - - 


Liabilities 

, Amount . Assets 

Amount 

K - 

; Rs.' 

' - «' 

' ■ Es. : 

Outstanding salaries ’ ' 200 

Cash on hand & at Bank 1 ' : 

900‘ 

Outstanding for printing M ^Subscriptions* outstanding 

1,000 

& stationery - 

300 

K> 

-I'M . • „ 

, Problem 4. 

From the following particulars, which relate' to -a. 

Musical Society, 

prepare an Income and Expenditure . Account and a 

Balance Sheet as at 31st December 1970: 



BALANCE SHEET ~ 


• 

as on 31st December, 1969 


Liabilities 

Amount 

Assets 

Amount 


Rs. 


Rs. • 

OutstandingCreditors 425 

Cash at Bank 

3,000 

Capital Fund: 


Govt. Securities - 

10,000 

Excess of income 

over 

Accrued interest 

' 125- 

expenditure - 

15,575 

Outstanding subscriptions 

4C0 

- 


Library Books 

1,000 



Furniture & Fittings 

1,475 


. 16,000 ' 


16,000 


= ==== , 




The transactions for the year were: 

r Receipts: Subscriptions Rs. 2,500; Proceeds received fromEnter 
tainment and lectures Rs. 1 000; interest on securities Rs. 
fees received Rs. 500; Sale proceeds of old chair R$.-75. . 



_4'§ ACCOUNTS OF NON-TRADING CONCERNS 

Payments: .Rent Rs. 6000; Printing Rs. 150; Advertising Rs. 200; 
Sundries Rs. 55; Govt. Securities Rs. 2,500; Furniture Rs. 400; Library 
books Rs. 300; Cost of entertainment Rs 750. 

The following were outstandings as on 31st December, 1970: 

Printing Rs. 75; Rent Rs. 100; Interest on Securities Rs. 150; and 
'Subscriptions Rs. 325. 

Cash on hand as on 31st December, 1970 was Rs. 2,170. 

(LI.B. Part I, May 1971) 

isolation: 

INCOME AND EXPENDITURE ACCOUNT 
OF MUSICAL SOCIETY 

for the year ended 31st December, 1970 v 


Expenditure Details Amount Income Details Amount 


Rs. Rs. 

To Rent: 

Paid in 1970 600 

Add : Outstanding 
for 1970 100 700 

To Printing: 

Paid in 1970 150 

Add: Outstanding 
for 1970 75 225 


Ty, To Advertisement 200 

To Sundries 55 

To Cost of entertain- 
ment 750 

To Surplus being 
excess of income over 
-expenditure 

2,570 


4,500 


Rs. Rs. 

By Subscriptions: 

Received in 1970 2,500 

Lew: Received 
for 1969 400 

2,100 

^^Outstanding 

for 1970 325 2,425 

By Proceeds received 
from entertainment 
and lectures 1,000 

By Interest on 
Securities 

Received in 1970 475 ' 

Less: Received 
for 1969 125 

350 

Add: Outstanding 
for 1970 150 500 

500 

75 
4,500 


By Entrance fees 

By Sale proceeds 
of old chair 


'■33 
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BALANCE SHEET OF MUSICAL SOCIETY 
as on 31st December, 1970 


Liabilities ~ Details Amount 

Assets 

Details Amount 

Rs. Rs. 


Rs. - Rs. 

Outstanding 

Cash at Bank 

2,170 

Creditors for: 

Govt. Securities: 

10,0C0 

Rent 100 

Add: Purchased 

2,500 12,500 

Printing 75 175 

in 1970 


' 

Accrued Intererst 

150 

Capital Fund: 

Outstanding 


brought forward 15,575 

Subscriptions 

325 

Add: Surplus for 

Library Books: 

1,000 

the year 

Add: Purchased 


1970 2,570 18,145 

in 1970 

300 1,300 


Furniture & 



Fittings 

1,475 


Add: Purchased 
m 1970 

400 1,875 

18,320 


18,320 



= =3 = 

"Working Notes: 

(n) The Receipts and Payments account of the society will be 

prepared as shown hereunder : 

RECEIPTS AND PAYMENTS ACCOUNT 

OF MUSICAL SOCIETY 


for the year ended 31st December, 1970 

Receipts Details Amount 

Payments 

Details Amount 


Rs. 

Rs. 

'o Balance b/d 

3,000 

o Subscriptions: 


1969 400 


■ 1970 2,100 

2,500 

> Entertainment & 


Lectures 

1,000 


6,500 


Rs. 

Rs. 

By Rent 

600 

By Printing 

ISO 

By Advertising 

200 

By Sundries 

55 

By Govt. Securities 

2,500 

By Furniture 

400 

By Library Books 

300 


. ^U05 
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; ACCOUNTS OF NON-TRADING CONCtRNS 

Total b/fd 

6.500 

Total b/fd 

4,205 

To Interest on 


By Cost of entertainment 

750 

Securities: 


By Creditors for.1 969 

. .425 

1969 

125 

By .Balance c/d 

2,170 

1970 

350 475 



The Sale of old 

' 



chair 

75 



To Entrance fees 

500 




7,550 

- 

7,550 


( b ) It has been assumed that out of subscriptions for Rs. 2,500, 
received during the year 1970, Rs. 400 related to the outstand- 
ing subscriptions for 1969, 

( c ) Interest on securities Rs. 475 received is assumed to be inclu- 
• sive of accrued interest for 1969 Rs. 125. 

(cl) Entrance fees has. been treated as a revenue income. 

(e) Book value of old chair is assumed to be nil and the sale 
proceeds have been taken as income. 

(/) It is assumed that the outstanding creditors of 1969 have 
been paid during 1970. 


Problem 5. The following is the Receipts and Payments Account 
of a Cultural Society for. the year ended 31st December. 1977. 


Receipts 

Amount Payments 

Amount 


Rs. 

Rs. 

Cash on handlist Jan. 

1,500 Bank Overdraft, 1st Jan. 

3,100 

Subscriptions: 

Investment in Securities 

3,000 

1970 

200 Furniture . 

1,450 

1977 

16,200 - Salary 

6,200 

1978 

250 Printing &-Stationery 

. . 890 

Entertainment proceeds 

2,000 


Entrance Fees 

670 Entertainment expenses 

1,710 

Interest on Securities 

480 Sundry expenses 

1,420 

Sale of old chairs (book 

Balance on 31.12.77 

value-nil) 

120 Cash 

550 


Bank 

3,100 


21,420 

21,420 


£= = = 

= =: 


You are required to prepare the Income and Expenditure, Account 
of the Cultural Society for the year ended 31st December 1977 and 
Balance Sheet as on that date after considering the following : 



-4-11 


/ ACCOUNTS OF NONrTRADINO CONCERNS 

(/) .The .Society has 1,800 members each . paying annual fees of 
Rs. 10. Subscription amounting to Rs. 90. were still in arrears for the 
year 1976. 

(it) Stock of stationery on 3 1st December 1976 was Rs. 125 and 
on 31st December 1977 was Rs. 87. 

(nf) Entrance fees are to be capitalised. 

^ (iv) Salary of Rs. 550 for December 1977 is outstanding. Expenses 
accrued on 3!st December 1976 were Rs. 132. The Society had paid 
Rs. 500 in 1976 for telephone charges out of which Rs. 125 related to the 
year 1977. * * 

* (v) On 31st December, 1976 premises stood in the boobs at 
Rs. 24,500 and Investments at Rs. 6,500. 

(v7) Depreciate fixed assets by 5%. , 

{1.1. B. Part I, August 1978) 

Solution: ' 

/ INCOME AND EXPENDITURE ACCOUNT 

OF THE CULTURAL SOCIETY . . . 

, \ for the year ended 31stjDecember, 1977 »•'*« 

Expenditure Details Amount . Income * Details Amount 

Rs. . r Rs. ,.Rs. 

i By Subscriptions: 

Received for 1977 16,200 
Add. Outstanding 1,800 18,000 

6,750 ( Balancing figure) — 

By Income from 
Entertainments: 

Proceeds 2,000 

Less : Expenses 1,710 290 

By Interest ,qh 

Securities 480 

928 

By Sale of old chair 120 

( book value nil ) 


1,288 


125 

9,091 


To Salary: 

paid 6,2C0 

Add. Outstanding 
v for Dec'7977 550 

r To Printing and 

Stationery consumed: 
Opening stock 125 

v. Add: Purchased cash 890 

1,015 

Less: Closing stock 87 

To Sundry expenses 1 ,420 
Less: Paid for the 
Outstandings of 
1976 > 132 

To Telephone charges 
~ . paid in '1976 for 1977 


Total c/fd 18,890 
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Total b/fd 9,091 
To Depreciation on 
fixed assets @5%: 

On Premises 1,225 

On Furniture 73 1,298 


To Surplus — Excess 
of income over 
expenditure transferred 
to Capital Fund 8,501 

18^890 


Total b/fd 18,890 


18,890 


BALANCE SHEET OF THE CULTURAL SOCIETY 
as on 31st December, 1977 


Liabilities Details Amount Assets Details Amount 


Rs. Rs. 

Subscriptions 
received in advance 
for 1978' 250 


Salary outstanding for 
December, 1977 550 

Capital Fund: 29,808 

M Add: Entrance fees 

(capitalised) 670 


30,478 

Add: Surplus for 
the year 1977 
transferred from 
Income and 

Expenditure A/c 8,501 38,979 


Cash on hand 

Cash at Bank 
Subscriptions 

Rs. 

outstanding 
for 1976 

SO 

for 1977 

1,800 

Stock of Stationery 
Premises: 

24,500 

Less: Deprecia- 
tion @ 5% 

1,225 

- 

— 

Investments 

6,500 

Add: Purchased -' 
during 1977 

3,000 

Furniture: 

Purchased 

1,450 

Less: Deprecia- 
tion @ 5% (taken 
to the nearest. 


rupee) 

73 


39,779 


Rs. 

550 

3,100 

1,890 

87 

23,275 

9,500 


1,377 

39,779 


ACCOUNTS OF NON-TRADING CONCERNS 
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Working Notes : 

' ’(1) The.Cultural Society has 1,800 members each paying annual 
subscription of Rs. 10. Therefore, the total subscription for the year 
will be Rs. 18,000 (Rs 10x1,800). The society has 'received only Rs. 
16,200 towards subscriptions for 1977, hence a sum of Rs. 1,800 
(Rs. 18,000 — Rs. 16,200) is outstanding for 1977. 

(2) Calculation of Capital Fund as on 1st January 1977. 

1 BALANCE SHEET OF THE CULTURAL SOCIETY 


as on 1st January 1977 


Liabilities 

Amount 

Assests 

Amount 

Bank overdraft 

Rs. 

3,100 

Cash on hand 

Rs. 

1,500 

.Expenses accured 

132 

Subscriptions 


Capital Fund 

29,808 

outstanding 

290- 

(Balancing figure) 


Stock of Stationery 

125 


Telephone charges paid 
in advance for 1977 
Premises ' 

125 

24,500 



Investments 

6,500 


33,040 


33,0-10 


" > == = 

- 

'= = — 


(3) Subscriptions received in 1977 for 197 6 amounted 50 Rs. 200, 
but subscriptions. , amounting to Rs. 90 were still in arrears for the year 
1976 Thus, the total amount of subscriptions outstanding as on 
31.12-1976 were Rs. 290 (Rs. 200+Rs. 90). 

Problem 6. The following is the Receipts and Payments Account 
of Free Medical Aid Society for the year ended 3 1st March; 1977 : 1 ■ 

RECEIPTS AND PAYMENTS ACCOUNT ’ *’ 
for the year ended 31st March, 1977 


Receipts 

Amount 

Payments 

'Amount 

To Cash in'hand 

1st April, 1976 

1 Rs . 

7,000 

By Payments for medicines 
By Honorarium to doctors 

Rs. 

30.000 

10.000 

To Subscriptions 

50,000 

By Salaries 

27,500 

500 

To Donations 

, 14,500 

By Sundry expenses 

To Interest on investments 
at 7% for the year 

7,000 

By Equipment purchased 

By Chanty show exgenses 

15,000 

1,000 

To Charity show proceeds 

10,000 

By Cash on hand 

4,500 

88,500 

31st March, 1977) 

88,500 


j * — v 


p.S.B.K. 6-83—16 
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Additional information : • 

On 1st April, On 31st March, 




1976 

1977 



Rs. 

Rs. . 

V) 

Subscription due 

500 

1,000 

00 

Subscription received in advance 

1,000 

500 • 

(///) 

Stock of medicines 

10,000 

• 15,000 

(iv) 

Amounts due to medicines suppliers 

8,000 

12,000 

(v) 

Value of Equipments 

21,000 

30,000 “ 

(v/) 

Value of Buildings 

40,000 

38,000 

You are required to prepare :' 

- 


(a) 

Income and Expenditure Account 

for the year 

ended 31st 


March 1977, and 

(b) Balance Sheet as on that date. 

. Show ail your workings. 

{I.I.B. Pari I, May 1977) 

Solution: 

(a) INCOME & EXPENDITURE ACCOUNT 

OF FREE MEDICAL AID SOCIEIY ' 

for the year ended 31st March, 1977 
Expenditure. Details Amount Income Details Amount 


Rs. Rs. 

To Medicines consumed : 

Opening stock. 10,000 

Add-. Pur- 
chases: 

Payments 30,000 
Less: for 

1975-76 8,000 


22,000 

Add: Out- 


standings 

for 

34;000 


1976-77 12,000 



44,000 


Less - Closing 


stock 

15,000 

29,000 

Total c/f 


29,000 


Rs. 

By Subscriptions : 
Received 50,000 

Less:. For 

1975-76 500 

Rs. 

49,500 

Add: Outstand- 
ing for 1976-77 1,000 


50,500 

Add: Received 
in 1975-76 for 

1976-77. " 1,000 


' 51,500 
Less: Received 
for 1977-78 500 

51,000 

Total c/f 

51,000 
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Rs. 


- Rs. 

Total b/f 

29,000 . 

Total b/f 

51,000 

To Honorarium to 

By Donations. 

14,500 

doctors 

• 10,000 

By Interest on ' 

To Salaries 

27,500 

Investments 

7,000 

To Sundry expenses - 
To Depreciation on: 

500 

By Income from 

Charily show: 

Equipments 6,000 


Proceeds 10,000 


Buildings 2,000 

8,000 

Less: Expenses 1,000 

9,000 

To Surplus — excess of 




income over expenditure 

6,500 




81,500 


81,500 


=== 


= == 


(6) BALANCE SHEET OF FREE MEDICAL AID SOCIETY 


as on 31st March, 1977 


Liabilities ‘ - 

Details 

Amount Assets ~ 

Details 

Amount 

Capital Fund: 
Add: Surplus 
for 1976-77 

..Rs. Rs. 

1,69,500 , Buildings: 

Less: Deprecia- 
6,500 1,76,000 tion ( Balancing 

Rs. 

40,000 

2,000 

Rs. 

38 000 


. , 




for 1977-78 

Creditors for medicines 

500 Equipments: 

12,000 Add : Purchases 

21,000. 

15,000 




Less : Deprecia- 
tion ( Balancing 
figure) 

36,000 

6,000 

30,000 



Stock of medicines 
Opening stock 

Add: Purchases 

*10,000 

34,000 




Less: Consumed 

44.000 

29.000 

15,000 



Subscriptions 
outstanding for 
1976-77 
Investments 

Cash on hand 


1,000 

1,00,000 

4,500 


1,88,500 
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Working Notes : 

(1) Calculation of Capital Fund as on 1st April 1976 : 

BALANCE SHEET OF FREE MEDICAL AID SOCIETY 


as on 1st April, 1976 


Liabililies Amount Assets Amount 


' Rs. . Rs. 

Subscriptions received Buildings 40,000 

for 1976-77 1,000 Equipments 21,0t0 

Creditors for medicines S,000 Stock of Medicines 10,000 

Capital Fund 1,69,500 Subscriptions 

{Balancing figure) outstanding for 1975-76 500 

Investments 1,00,000 

Cash on hand . 7,000 

1,78,500 1,78,500 


(2) Calculation of Investments: 


Interest received on investments at 7% for one year is Rs. 7,000. 
Therefore, value of investments as on 1-4-1976 will' be: 


Rs 7,000X100 



1,00,000 


Problem 7. From the following (1) Balance Sheet as on 31st 
December 1910, (2) Receipts and Payments account for the year ended 
31st December 1971, and (3) The other particulars given prepare Income 
and Expenditure Account for the year 1971 and a Balance Sheet as at 
31st December 1971 of Western Sports Club: 

i (l) BALANCE SHEET 

' ; as at 31st December 1970 


Liabilities ' Details Amount Assets Amount 



Rs, 

Rs. 

Outstanding 



creditors — 



, for expenses 

700 


for sports 



materials 

4,250 

4,950 

Subscription in 



advance 


280 

■Club fund 


70,000 


75,230 


Rs. 

Cash at Bank 4,000 

Cash in hand 1,000 

Advance payment for food 150 

Due from members for 
subscriptions 1,500 

Investments 26,000 

Building 30,000 

Furniture 1 2,000 

Stock of food ' 450 

Stock of sports material 130 


75,230 
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for the year ended 3 1st December 1971 1 
Receipts Details Amount ( Payments Amount 

Rs. Rs. . \ _ . Rs. 

To Balance . - • By Establishment (including 

Cash . 1,000 ' ’ last year’s outstanding) 3,500 

Bank 4,000 5,000 By Electric Installation 2,000 

’ — By Sports materials 

To Entrance fees 1,200 (including last year’s " 

(to be Capitalised ) outstanding)' 5,000 

To Subscription for By Food materials 8,300 

1970 ... ' 1,500 By Stationery and Printing- 700 

1971 ... 10,000 By Cash on hand . 1,300 

1972 ... 1,000 12,500 By Cash at Bank 9,200 


To Sales of Enter- 
tainment tickets 10,000 

To Sale of Sports 
Materials 1,300 


30,000 \ • * 30,000 


(3) Other informations : , Rs. 

(a) Stock as on 31st December 1971 — 

Food 300 

Sports materials ' 400 

(b) Members’ subscriptions outstanding 900 

' (e) Outstanding creditors — 

Sports materials 200 

Establishment 400 

( d ) Payments in advance — Sports materials 300 


(/./ B. Part I, October 1972) 

Solution: 

INCOME AND EXPENDITURE ACCOUNT 
OF WESTERN SPORTS CLUB 
for the year ended 31st December, 1971 


Expenditure 

Details 

Amount 

Income Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

To Establishment 
Less : Outstandings 

3,5tf> 


By Subscriptions: 
Received for 


for 1970 paid 

7C0 


1971 ^ 10,000 

Add. Subscrip* " ' J ' 

: '« : 

Add : Outstandings 

2,800 


lions received 
in advance in 


' for 1971 

400 

3,200 , 

, 1970 for 1971 280 



Total c/fd 

3,200 

_ . 

Total c/fd 

10,280 
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Total b/fd 3,200 

To Sports materials 
consumed: 

Opening slock 130 

Add: Purchases 
during 1971: 

.Paid 5,000 

Less: Outstand- 
ing for 1970 '4,250 

750 

Add: Outstand-- ■ • , . 

ing for 1971 200 

. 950 

Less: Advance 
payment 

for 1972- 300 650 

’ 780 

Less :- Closing stock 400 380 

To Food Materials 
consumed: 

Opening stock 450 

Add: Purchased 
during 1971: 

.Paid 8,300 

Add: Payment in 
; advance made ■ 
in 1970 for 

1971 150 8,450 

8,900 

Less: Closing 

stock 300 8,600 


’ Total b/fd ' 10,28a 

Add: Subscrip- 
tions out- 
standing for 

1971 900 11,180 

By Sale of entertain- 
ment tickets . . 10,000 

By Sale of sports 
materials 1,300. 


To Stationery and 
Printing 

700 

To Surplus-excess of 
Income over 
expenditure 

9,600 


22,480 


•no rrr: 
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BALANCE SHEET OF WESTERN SPORTS CLUB 
as on 31st December, 1971 


Liabilities Details Amount Assets ' Details Amount 



Rs. 

Rs. - Rs. 

- Rs. 

Outstanding Creditors: 


Cash at Bank 

9.200 

for establishment 


Cash on hand 

. 1,300 

expenses 

400 

Due from members 

for sports materials 

200 

’600 • for subscription 

900 

Prepaid Subscriptions 

— 

Stock of food 

Stock of sports 

300 

for 1972 


1,000 material 

400 

Club fund: 

■/7 0,000 

' '/• * Advance payment / 


Add : Entrance fees 

1,200 

. for sports material 

300 

(capitalised) 


Investments 

-26,000 

■ ■ — 

-71,200 

' ~ ^Building 

“30,000 

Add: Surplus for _ 


Furniture and 


-1971 

9.600 80.800 Fixtures: 12,000 



— 

_Add: Electrical _ 
installations 




during the year 2,OCO 

14,000 



82,400 

82,400 


Problem 8. The following balances are extracted from the books 
of X, Y Investor as at 31st December 1973: 



Rs. 

Sundry Investments 

1,55,000 

Profit on sale of Investments 

15,500 

Loss on sale of Investments 

23,000 

Reserve for Depreciation of Investments 


(as at 1st January 1973) 

, .24,000 

Dividend and Interest received 

7,600 

Capital as at 1st January 1973 

1,59,760 

Drawings 

8,500 

Income tax^payable 

1,500 

Properties 

14,000 

-Rent received 

1,600 

Properties expenses 

230 

"Rent dues 



, d . dW g concerns 

.CCOONtSOPKOK-T,^ ^ 


Sundry Credito ' 5 d 
Deposit Interest « 

Cash at Bank 

Deposits -Wth Bank 
' 1 . _ 


500 
220 
4,500 
5 , 00 ( 


or * 

The market Reserve is t - . .. 

'elation. a income and ExpanditU'^ Account^ 

jS = ffi a^^ and a.Baiance Shoe ^ ( ^ J97fl 




ie0 //^ Account 


Debit 

Balance 


. Cr^it 

Balance 



’ SS °" $ for Deprectat“ e n of Investments 

^t&'^Uved 

)Widcnd and Intere 

Capital as at 1st January 1973 
Drawings 

Income Tax payable 

Properties 
Kent received 
Properties expenses 

p.ent dues 
Sundry Creditors 
Deposit Interest received 
Cash at Bank 
Deposits with Bank 


Rs. 

1,55,000 


23,000 


24,000 

7,600 

1,59,760 


8,500 

14,000 


1,500 


, \ 


1,601 


230 

450 


5( 

2 


■ ' 4,500 


f nnh 
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IN THE BOOKS OF X, Y INVESTOR: 

INCOME AND EXPENDITURE ACCOUNT 
for the year ended 3tst December, 1973 


Expenditure 

Amount 

Incomes 

Amount 

To Loss on salt of > 

Rs. 

By Profit on sale of invest- 

Rs. 

Investments 

23,000 

ments 

15,500 

To Reserve for Depre- 


,By Dividend and Interest 


elation on Investments: 


received 

7,600 

Total Required (face 


By Rent received 

1,600 

value Rs. 1,55,000 


By Deposit Interest received 

220 

minus market value 


By De5cit — Excess of Expen- 

Rs. 1,24,000) 31,000 


diture over income trans- 

.i • 

Less: Already 


ferred to Capital Fund 

5,310 

• provided 24,000 




Now provided 

7,000 



To Properties expenses • , 

230 




30,230 


30.230 


■* = ** 


“*==* 

BALANCE SHEET OF X, Y INVESTOR 


as od 3 1st December, 1973 


Liabilities Details 

Amount Assets 

Amount 

Rs. 

Rs. 


Rs. 

Capital Fund: 


Sundry Investments 

1,55,000 

As on 1-1-1973 1,59,760 


Properties 

14,000 

Less'- Deficit trans- 


Outstanding expenses: 


ferred from Income 


Rent dues 

450 

and Expenditure 


Cash at Bank 

4,500 

Account 5,310 


Deposits with Bank 

5,000 

1,54,450 




Less: Drawings 8,500 1,45,950 


' 

-Reserve for Depre- j 



/> 

ciation on Invest- 




.ments: , - 




Old Balance . 24,000 




Add: Provided 

r , 



during the year,' 7,000 . 

,31,000 



Sundry Creditors - 

; 'ibo 



Income Tax payable 

1,500 




1,78,950 


1,78,950 

,■ * . .’L L 

= ==*= 

‘ - •- ' r = 

= = = == 
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Problem 9. The following sbcallcd "Balance Sheet’ is submitted 
to you by the Secretary of the Mid-Town . Bank Employees Club of which 
you are the President. You find that the moneys of, the Club were not 
kept separate by the Secretary, but presumably mixed up with , his owa 
private cash. Prepare accounts— Receipts and Payaments A/c, -Income and 
. Expenditure A/c for the year ended 31 st December 1978 and 'Balance 
Sheet as on 1st January 1978 and as on 31st December 1978 from the 
following information • — 

BALANCE SHEET -FOR THE YEAR 1978 ; 

Receipts Amount Expenditure ' . Amount 


( Rs. . Rs. 

Opening -balance 750 Rent arid taxes 2,04ft 

Arrears of subscription ■- 110 Salary ; 250 

Subscription (Current year) 1,640 Cost of charity show 150 

Charity show tickets sold 210 Club day collection expenses 100 

Club day collections 140 Owing for charity show tickets 50 

Refreshments sold . 2,350 Owing for Donation's 

Receipts from Games '70 -for ‘‘Building fund” 70 

Donations for “Building fund” 190 Refreshments bought 1,700 

Stock of refreshments 150 

. Subscription owing 80 

- ' Cost, of furniture 350 

Closing balance 620 


.5,560 . 5,560 


( I.LB . Part I, November 1979) 

Solution: 

Mid-Town Bank Employees Club 


RECEIPTS AND PAYMENTS ACCOUNT 
for the year ended 31st December, 1978 


Receipts Details Amount Payments Amount 


Rs. 

To Opening balance 
To Subscriptions: 
for the current 
year 1,640 

Add : Received for 
the previous 

year HO 


Rs. 

:50 


■Lesr. Outstandings 


1,750 
80 1,670 


By Rent and taxes 
By Salary 

By Cost of charity show 
By Club day collection 
expenses 

By -Refreshments bought 
By Furniture 
By : Ciosing balance 


Rs. 

2,040 

250 

150 

100 

1,700 

350 

'770 


Total c/f 


Total c/f 5,360 


2,420 


*vCCOU>«S GF NON-TfcMHNG COWIUSS 
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Total b/f 

To Sale of charity show 
tickets 

210 

'2,420 - ■ ' 

- v 'Total b/f. 5,360 

Less: Outstandings 

. M 

160 


To Club day collections 


140 


To Refreshments sold 


2,350 

• 1 s 

To ReceiptsTrom games 
To Donations for 
*' Building fund” 

190 

170 


Less : Outstandings 

70 

120 



- 

5,360 

5,360 


Mid-Town Bank Employees Club 
INCOME AND EXPENDITURE ACCOUNT ' ‘ 


for the year ended 31st December 1978 

' Expenditure ' • 

'■Amount 

Income Details ■ 

' 'Amount 

To Rent & taxes 

To Salary . 

To Surplus— Excess ’Of 
income over expendi- 
ture transferred to 
’ ' capital fund 

,Rs. 

2,040 

•250 

By Subscriptions: 
Received for tbe 
current year 

Add: Outstandings 

Rs. - 

1,560, 

80 

Rs.' 

! 1,640 

420 

By Charity show: 

Tickets sold for cash 
Add: Outstandmg for 
charity show tickets 

160 

• 50 




Less : Cost of charity 
show 

210 

150 

60 



By Club day collec- 
tions: 

Less: Expenses 

140 

-.too 

40 



By Refreshments: 

Sale proceeds 

Add: stock in hand 

2,350 

150 




Less: Purchases 

2,500 

1,700 

800 
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Mid-Town Bank Employees Club 

BALANCE SHEET 
as on 1st January, 1978 


Liabilities 

Amount 

Assets 

Amount 


- Rs. 


Rs. 

Capital fund 
{Balancing figure) 

860 

Cash in hand 

Arrears of subscription 

750 

no 


860 


860 


Mid-Town Bank Employees Club. 
BALANCE SHEET 
as on 31st December, 1978 


. Liabilities 

Details 

Amount 

Assets , Amount 


Rs. 

Rs. 

' 

Rs. 

Capital fund as on 



Cash in hand 

770 

1-1-1978 

860 v 


Furniture 

350 

Add: Surplus — Excess 



Subscriptions outstanding 

80 

of income over 



Owing for charity show 


expenditure 

420 

1,280 

tickets . 

50 




Stock of refreshments 

150 

Donation for “Building 



Owina for donations for 


fund” 


190 

“Building fund” ; 

70 



1,470 

1,470 







Problem 10, The Balance Sheet of a Public Library showed as 
follows on 1st April 1980 : — 


Liabilities Amount Assets Details Amount 


'^Outstanding Creditors 
for expenses 

Creditors on open Accounts 
•Capital Fund: 

Accumulated excess of 
income over Expenditure 


Rs. 

Cash at Bank 


700 

4,300 

Sundry Debtors : 
For Subscription 
outstanding 

For use of 

1,000 

\ 

70,000 

Lecture Hall 

400 


Rs. 

4,000 


1,400 


Investments in 5% 

Government loan 6,000 

Library Books 20,000 

Furniture and Fittings 3.500 

Building ~ 40’000 

Prepaid Insurance 100 


75,000 


75,000 



ACCOUNLS OF NON-TRADING CONCERf- 

The cash transactions for the year 
follows : — 

4*25 

ending 31st March 1981 were as 

To Rank Balance on 1st April 

Rs. 

By payment to creditors 

Rs. 

1980 . 

4,000 

on open Accounts 

4,300 

1 o Entrance Fees 

I.2C0 

By Additions to Library 

To Subscriptions 

To Proceeds from Lectures 

12,500 

books 

By Electric Lighting 

1,400 

and Entertainments 

4,500 

and Power 

300 

To Hem received from use 


By Municipal taxes 

1,100 

of Halls 

1,500 

By Repairs to Building 

800 

1 o Interest on Investments 

200 

By Insurance 

350 

To Sale of old Newspapers 

450 

By Electric Installation 


To Sab of old Furniture 

ICO 

expenses 

2,000 



By Payment to outstanding 
Creditors of last year 

700 



By Printing and Stationery 

500 



By Sundry expenses 

250 



By Postage - 
By Subscription to 

• 450 



Periodicals • 

By Cost oflnvestments, 
bought 

By Salaries 

By Balance Bank, 31-3-81 

1,400 

3,000 

3,600 

4,300 


24,450 

. 24,450 


= ==== 

r-_ = = 


Insurance was prepaid to, the extent ofRs. 75 and subscriptions 
outstanding amounted to Rs. 1,800. Rs. 250 were owing for use of 
Lecture Hall and Rs. 300 for Interest on Investments had accrued due. 

.There were creditors outstanding for new steel shelves acquired during the 
jear amounting to Rs. 1,750 There were also owing for salaries Rs. 500 
and stationery Rs. 75. Entrance fees are to be caj>itahsed. . 

You are required to prepare an Income and Expenditure Account 
and a Balance Sheet for the year ended 3 1 st M irch 1931, after providing 
2% [nontio ri 0n and Furniture 

and F 1 ‘ 1 ition' to be calcu- 
lated ■ ‘ ' 

(7 LB. Part I, April 1981) 



. ,.; D u-o <****** 

,,ccov;ni of . 


fXP ekditurb account 

iKCOMB public Library 

of --rded 31 St Marc^iL ^T^Hirt 

for Detail^jL^- 


- oine 

^ 

— — ^537? r ^- 

£\cctti c » 'L‘& w ' 

«u«*r 

° Repairs to 
Building 350 

r 0 Insurance 

Aid- *«$, 100 


- o 12 500 

-D V Subscriptions 

,3 sgiS ” '•» 


800 


14,300 

1,000 

Bv^sr ie5 


Tess- Outstanding 

lf onl-4-W80 


. t , prepaid f° r 

css * im-n 


450 

.75 


375 B fe/sr dftom 1,500 


13,300 

4,500 


* ' 

D .. Printing & 500 

Stationery 
.j. outstanding 

‘"fo" 1980-81 


Vise 

Add: Outstanding for 250 

1980-81 


75 


575 

450 on 


1,750 


ioi 

o Sundry expenses. . 

•fs&tion to 

periodicals 3>600 

ro Salaries 
* rvnKti 


M°« BJ iSt°nt 

jj - interest 


jjUDsv,!**'-- A ,.~- invesimcji 

jcriodicais 3^00 A dd: Interest 

J°° 4,100 mlyt revived 

iS3E£%*& 


400 

200 

300 


1,350 


500 


, pcpreciau-. 

r'^lofoo) soo 


on , 

Dn Furniture and 

ittings«|5/o n5 

fcs. 3,5UUi 

'books 

0,1 1,000 2,915 


By Sale ot old news- 
papers 

By Profit on sale of 
Furniture 


45C 

10 ' 


7,875 

20,200 


20 ,: 
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Notes. It is assumed that the old furniture sold had The fnit* written 
down value and. its sale proceeds are treated as profit on sale of old 
furniture. 

No depreciation is provided on Electric Installations, because they 
were got done during the year, but it is required that depreciation is to 
be calculated on the opening balances of the Assets. 

BALANCE SHEET 

OF PUBLIC LIBRARY 

as on 1st April, 1981 

Liabilities Details Amount Assets Details Amount 


Rs. Rs. 

Outstanding Creditors: 

For new steel shelves 1,750 
For salaries 500 

For stationary 75 2,325 

Capital Fund 70,000 

Add. Surplus 7,875 * 

Add. Entrance fees 1,200 79,075 



Rs. 

Rs. 

Cash at Bank 
Sundry Debitors: 


4,300 

Fbr Subsciiption 
out standing 

1,800 


For use of Lecture 



Hall 

250 

2,050 

Investments in 5% 



Government Loan 

6,000 

New Investments 
Library Books 

Less : Depreciation 

20,000 . 

3,000 

@ 10% 

2,000 



18,000 


Additions to 


Library Books 

1,400 

19,400 

Furniture Fittings 
Less: Depreciation 

3,500 


-®.5% 

175 



3,325 

- 

Add- Ntw Steel 


Shelves purchased 1,750 

5,075 

Electric Installations 

2,000 

Building 

Less : Deprecia- 

40,000 


tions @ 2% 

800 

39,200 

Prepaid Insurance 
Interest accrued 


75 

due 


300 



81,400 
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Problem 11. From the following informaiion relating to Cricket 
Club, prepare Income and Expenditure A/c for the year ended 31st March 
1982, Balanec Sheet as at 3lst March 1982 and Balance Sheet as at 31st 
March 1981. 


Receipts 

Rs. 

Payments • 

Rs. 

To Members’ Subscription 

50,000 

By Up keep of Field and 

To Members’ Admission fee 

3,000 

Pavillion 

20,000 

To Sale of old balls, bats, etc. 500 

By Expenses regarding 


To PI ire of Ground 

3,000 

Tournament 

7,000 • 

To Subscription for V. J. 


By Rates and Insurance 

2.000 

Tournament 

20,000 

By Telephones 

500 

To Cash withdrawn from 


By Printing and stationery 1,000 

Bank . 

40.000 

By General expenses 

500 

To Donations 

1, 00,000 

By Honorarium to 




Secrctarv ■ 

1,700 



By Grass Seeds 

300 



By Bats, Balls, etc. 

7,000 



By Cash deposited into 




Bank 

1,66,500 


2,06,500 


2,06,500 


= = = == 


= = = == . 

Assets as on 1st April 1981 :• 

— . 



Cash at Bank 


'730,000 

Stock of balls, bats, etc. 

15,000 

Printing and Stationery 


2,000 

Subscription Due 


5,000 

Liabilities on 1st April 19S1 

Nil- 


Donations received and surplus on account of V. J. Tournament, 
should be kept in Reserve for a Permanent Pavillion. Subscriptions due 
at 31st March 1982 were Rs. 7.5C0. Write off 50% of Bats, Balls Account 
and 25% of Printing and Stationery Account. 


(1.1. B. Part 1, May 1982 > 
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Solution: . 

BALANCE SHEET OF CRICKET CLUB 


as at 31st March, 1981 


Liabilities 

Amount 

Assets 

Amount 


Rs. 


Rs. 

Capital fund 

52,000 

Cash at Bank 

30,000 

{Wanting figure) 


Stock of balls bats, etc. . 

15,000 



Stock of Printing and 




- stationery 

2,000 

• 


Subscription due 

5,000 


52,000 


.52,000 

O' 

° — = 


«=*=*=* 

INCOME AND EXPENDITURE ACCOUNT 


OF CRICKET CLUB - 


* for the year ending 31st March I9S1 


Expenditure - 

Amount , 

Income 

Amount 

' 

Rs. 


. Rs. 

To Upkeep of field and 


By Members subscription 


Pavilhons 

20,000 

{as per working note No. 3) 52,500 - 

To Rates and insurance 

2,000 

By Members Admission fee 3,000 

To Telephones 

500 

By Sale of old balls, bats, 


To Printing and Stationery 


etc. ( assumed that their 


written off (or per work - 


book value is Nil) 

500 

ing note No. 1) 

750 

By Hire of ground 

3,000 

To General expenses 

500 



To Honorarium to Secretary 1,700 



To Grass seeds 

3C0 



To Bats, Balls, etc. written 




off {as per working note 




No. 2) 

11,000 



To Surplus transferred to 




Capital Fund, being 




excess of income over 




expenditure 

22,250 




59,000 


59,000 




===== 


P.S.B.K. 6 83—17 





.^CCOUNI 50 

of CRt cKEt C - 
" 

• ^^4sse<s 





£is 

Sgl? 5i» 




1,00,000 

10,000 

"l>,000 


Cask at porting 

W No- 4) 

Stock of Bate, 

Bats, c'- c ' r i^ng 

N»^) d 

Stock ctWg'gj per 

Stationery \ g No . I) 

W orJci J, S ^ ue (os 

'^worW^' 710 ' 6 

Vo- 3) ■ 



7,000 1,03^5. 

- " 1,77, 250- 


2,250 

7,500 


^7^50 


\VortioS^ ot sta tioriery. 
Printing and Sffl 

Opening St0C ^_ 

^ d; purchases 


w% w *rtoo°“ s “ d 
E?P iwte ai ° 

Cfote S s»ck^|le a et 
^sset ia we d 

2 . Bats, B^s, 

Opemag Stoc 
.. Add: Purchases 

A»!f 


Rs. 

2,000 

1,000 

Tooo 

750 
2,250 


15,000 
7,000 
_ « a 
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b/fd 22,000 

50%- written off by 
debiting to Income and 
• Expenditure A/c 11,000 

Closing Stock shown as an 
Asset in the Balance Sheet) 1 1 ,000 

3. Member’s Subscription: 

Subscriptions Received 50,000 

Less: Received for the, 
previous year as shown 
in the last year's 

Balance Sheet 5,000 

45,000 

Add: Outstanding for the 
current year, shown as an 
r asset in the Balance Sheet 


as at 31-3-1982 7,500 

Subscriptions for the 
current period shown in the 
Income and Expenditure 
account 52,500 

4.. Cash at Bank 

. Balance as on 1-4-1 98 1 30,000 

Add: Cash deposited 
into Bank 1,66,500 

1,96,300 

Less: Cash withdrawn 
from Bank 40,000 

. Balance as on 31-3-1982 I.56.50C 


Problem 12. From the following particulars for the year 1981 
prepare Receipts and Payments account, income and Expenditure aigjunt 
and Balance Sheet of M/s. Everacttve Club. Give full working : — 


Rs. 

Cash and Bank Balance 31-12-1980 14,320 

Members entrance fees received 2,20,000 

Subscription receipts 88.COO 

Hall hire charges (Credit) 69,000 

-Receipts from canteen sales „3,14, 




JlSlOt* 


etc 


tot 


ca' 


titeett 


etc- 


> lt cbas e pa'vat^^ 


a*, 150 

45 , 0 ^ 

; , 00 , 00 ° 


■puac 


\bet s 


_^ letv u 

Gt°' w ' 1 1 fo' CW coi>« aCt0t 

pon aU ° Belldn? 

*”f « to " 5 etc - ae® 

Us w '°® to Wl a - ^ tVi® c "» b ' 4 for c 'f^ctiveW 

»<««- ° ^*^«.° 00 S 


11,00° 

17,00° 

, 71,00° 

. * 6,000 

-rf ' eeS 


!eo« to 

M f‘ 

Mta\t sed ‘ 


td* 5 ^o 6 on" 4W - 




W 


>. 19 *? 


bcS 11 


elate 


T)ept e 
Tnfl< ion 

SutvdtV 


butt 


C«4«5St6» a " S 


3\:\2 
B-S- „ 
1,320 
, 23,000 

&,5°° 


\5 ^ U 
attbc 

Other » ,1 /° r 

jl.O-' 9 *' 
.. pLS. 


V?,0°° 

\ 3 , 5 °° 


tot 


Bats? 


-tot 


•pAjta 


\tute 


S^ sCt '^A°na C^-PnN 0 


due 


ttota 


taeta 


bets 


7 , 15 . 00 ° 


1,10 


1.000 


i.V.1 


0 .°°° „„«"■!>" 


17,00° 
1982' 


BuA SeO^-' D - 



putttt 
a nd^ aUs 


C tevat^ 




part 2 » 




Of 



2 ^00 
3,14,650 

receipts 

sates_^ n5 .fotC\ti_ 


Oonn« d m 8 m" d 

&nttc* e p 


1 , 00 , 00 ° 


Ba° dmS c 

grntetrS^ 01 

elC ' Ttodtcl 14 


'Total c/fd 


i; 


. 36,910 
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Total b/fd .7,36,970 Total b/fd 4,10,610 

Lighting and other - facili- 
ties for members 27,000 

Payments to New Furni- • 
ture Mart 86,000 

Cash and Bank Balances 
( Balancing figure) - 2,13,360 

7,36,970 7,36,970 


7,36,970 7,36,970 



INCOME AND EXPENDITURE ACCOUNT- v. - 
OF EVERACTIVE CLUB 


for the year ended 31st December, 1981 


Expenditure 

Amount 

Income Details ' 

Amount 

To Hall hire charges 
outstanding 

To Building repairs, 
painting, etc. 

Rs. 

69,000 

28,750 

' Rs. . 

By Income from 

Canteen: 

Sale proceeds 3,14,650 
Less: Purchases 3,13,860 

Rs. 

790 

To Lighting and other 
facilities for members 
To Depreciation on 
bats and balls 

27,000 

By Subscriptions: 

Received 88,000 

Less: Received for 

1980 8,500 


To Depreciation on 
furniture 

( Working Note No. 3) 

19,000 

79,500 

Add: Outstandings 
for 1981 13,500 

93,000 

Buildings (5% on 

Rs. 2,75,000) 

13,750 

By Entrance fees: 

Received 2,20,000 

Less: 50% Capi- 
talised 1 ,10,000 

1,10,000 


2,09,630 

By Deficit— excess 
of expenditure 
over income 
{Balancing figure) 

5,890 

2,C9,680 
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BALANCE SHEET OF EVER ACTIVE CLUB 


' as on 31-12-1981 

Liabilities 

Details 

Amount Assets 

Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

Capital fund 

3,67,000 

Cash and Bank 



Add: 50% En- 


balance 


2,13,360 

trance fees 

1,10,000 

Subscriptions due 




■ from members 


13,500 


4,77,000 

Building 

2,75,000 


Less : Deficit for 


Less: 5% Dep- 



the year 

5,890 

4,71,110 reciation 

13;750 

2,61,250 

Building fund 


Furniture 

1,10,000 


for Club 


J Add: Purchases 

80,000 


-Annexe: 

25;000 


- - 


Add: Donations 

1,00,000 


1,90,000 



— 

Less: 10% Dep- 




1,25,000 

reciation 

19,000 

1,71,000 

Less : Advance 



. * 


to building 


Bats & Balls 

9,000 


contractor for 


Add: Purchases 

10,180 

. ‘ 

construction of 



. 


Club Annexe 

11,000 

1,14,000 

19,180 



— 

Less: Depreciation 7,180 

12,000 

Sundry creditors 


. 



for furniture 


17,000 

, 



Hall hire charges 

outstanding 69,000 


6,71,110 


6 , 71,110 


r 

Working Notes : 

BALANCE SHEET OF EVERACT1VE CLUB 
as on 31- 12-1980 


Liabilities 


' Details Amount Assets Amount 


Capital fund 
Building fund for 
Culb Annexe 
Sundry Creditors: 
for bats & balls 
for furniture 


Rs. Rs. 
3,67,000 

25,000 

1,820 

23,000 24,820 


Cash and Bank Balance 14,320 , 
Subscription due from 
members 8.500 

Building (W.D.V) 2,75.000 

Furniture (W.D.V) 1,10.000 

Bats and Balls (Revalued) 9,000 


4,16,820 


4,16,S20 
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2. Calculation of Depreciation on Bats & Balls etc. 



.Rs. 

Rs. 

Balance as on 31-12-1980 


9 , 000 

Add. Purchases during 193 1 : 



Payments made 

12,000 


Less: Payments to creditors 



for 1980 

1,820 

19,180 



19,180 

Less: Closing balance as on 31-12-1981 


12,000 

Depreciation for the year 


7,180 

3. Calculation of Depreciation oa 

Furnitpre : 

Rs. 


Balance as on 31-12-1980 


1,10,000 

Add: Purchases during 1981 
Pajments made to New 
Furniture Mart 

Rs. 86,000 

Less: Payments to creditors for 


1980 

23,000 


Add : Payments due to creditors 
for 1981 

63.000 

17.000 

80,000 


1,19,000 


- Depreciation ® 10% on Rs. 1,19,000 amount to Rs. 11,900. 

Problem 13. The following Income and Expenditure Account of 
Fun Club is given for the year ended 31st December 1980 : 


Dr. 

Rs. 

Cr. 

Rs. 

To opening stock of Provisions 10,000 

By Subscription 

26.C00 

To Purchases of Provisions 

40,000 

By Donations 

30,000 

To Salaries 

15,000 

By Entrance Fee 

8,000 

To Printing and Stationery 

5.000 

By Sales of Provisions 

43,000 

To General expenses 3,000 

To Depreciation on Equipments 1,000 

By Closing stock of 
Provisions 

5,000 

To Excess of Income over 
Expenditure 

38,000 




1,12,000 


I,12,C00 
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The following Balance Sheets are given to you : 

BALANCE SHEET AS ON 


Liabilities 

3 1st 

December 

1979 

31st 

December 

mo 

31st 31st 

Assets December December 

1979 1980 

Creditors for 
provisions 
General fund 

8,000 

47,000 

10,000 

85,000 

Equipment at 
written down 
value 

10,000 

15,000 




Stock of Provi- 
sion 

‘ 10,000 

5,000 




Cash and Bank 
Balances 

30,000 

55,000 




Subscription 

Receivable 

5,000 

.20,000 


‘ 55,000 

95,000 


55,000 

95,000 


ears: s=s 

=== = = 



= ==== 

Prepare Receipts 
December 1980, 

and Payments A/c for the 

year ended 31st 

Solution: 

(IJ.B. Part 7, November 1981 ) 

RECEIPTS AND PAYMENTS ACCOUNT 

OF FUN CLUB 


for the year ended 31st December 1980 


Receipts 


Details Amount Payments 

Details 

Amount 



Rs. 

Rs. 

Rs. 

Rs. 


o Balance b/d 30,000 

Subscriptions 
veceived: 

Receivable on 


31-12-1979 
Receivable for 
the current year 

5,000 

26,000 


'otal Outstanding 
-css\ Outstanding 
on 31-12-1980 

31.000 

20.000 

11,000 

To Donations 

To Entrance fees 
to Sale of Provisions 


30.000 
8,000 

43.000 

Total c/fd 

1,22,000 


By Payments to 
Creditors for 
Provisions: 

Outstanding on 
3 H 2- 1979 S,000 

Add: Purchases of 
Provisions dur- 
ing the year 40,000 

4S,000 

Less : Outstanding 
on 31-12-1980 10,000 38,000 

By Salaries 15,0.0 

By Printing and 
Stationery. 5,000 

Total c/fd 58,000 
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Total b/fd 1,22,000 ■ Total b/fd 58,000 


By General 

expenses 3,000 

f By Equipments 

purchased 6,000 

By Balance c/d 55,000 


1,22,000 1,22,000 


Working Notes: 

Calculation of Purchase of Equipments, 

Rs. 

Experiments at W.D.V. as on 31-12-1979 , 

10.0C0 

Less: Depreciation provided during 1980 

1,000 


9,000 

Equipment at W.D.V. as on 31-12-19^0 

15,000 

Therefore, Equipmenls purchased are of 
the value of Rs.' 6,000 (Rs. 15,000 Less Rs. 9,000) 
B 


capital and revenue expenditure 


Problem 1. Describe briefly the distinction between Capital 
Expenditure and Revenue Expenditure. 

{I. LB. Part I, May 1970) 

Solution : 

To understand the fundamentals of accountancy, it is highly 
essential for a person maintaining accounts. to know the clcarcut distinc- 
tion between Capital and Revenue expenditure. In view of the fact, that 
in preparing the final accounts all revenue items are recorded in the 
Revenue Account, i.e., the Trading and Profit and Loss account, and all 
items of capital expenditure are presented in the Balance Sheet of the 
concern, it follows that this distinction should be rigidly observed. 

* Failure or neglect to discriminate between the two v/ill falsify the whole 
of the results of accounting. For example, if an expense of a revenue 
nature is debited to some asset account, it will result in inflating the 
profits, and vice-versa. 

Capital Expenditure: 

An item of expense that brings into existence an asset of lasting 
value, which is intended to be continually used in the business for the 
purpose of earning revenue, i> Capital Expenditure. In a general way 
all amounts spent for acquiring Lands, Buildings, Machinery, Furniture 
Patents, Vehicles, etc represent Capital Expenditure. 

Expenditure which increases the profit earning capacity either by 
increasing the output or by reducing the cost is also treated as Capital 
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Expenditure (if its benefit is likely to be available over a number of 
years). 

The cost of any additions to assets is also considered Capital Expen- 
diture so long as it results in increasing their usefulness to the business 
or their life. 

(Capital assets are acquired by a business not for resale but for 
being employed for the purpose of carrying on business.) 

The benefit of such expenditures is not fully consumed in one year, 
but spread over several years. 

Revenue Expenditure! . , 

All expenses incurred for establishment, conduct and administra- 
tion of the’ ^business are coming under this category. Examples are 
Salaries, Rent; Taxes, Stationery, Postage, Advertising, etc. 

Further, all expenses on repairs, replacements and renewals of 
existing assets, or defending one’s title to them are also Revenue Expen- 
ditures. Such expenses do not in any way add to the earning capacity 
of the assets, but serve to maintain them in an efficient working order. 

All expenses incurred for improving or adding, to the value of 
stocks by moving them from one place lo. another are also included in 
this category of expenses. Thus, an expense on the purchase of Raw 
Materials, Freight, Cartage, Insurance, etc., are considered revenue 
expenditure. 

It consists of expenditure incurred in one period of account,. the 
full benefit of which is consumed in that period. 

Problem 2. Eastern Industries Ltd.; removed their factory to a 
more suitable premises in West Bombay. 

(a) A sum of Rs. 9,500 was spent on dismantling, removing and 
re-installing Plant, Machinery and Fixtures. 

(b) The removal of Stock from the old Factory to the new cost 
■ .'.Rs . 1,000. 

(c) Plant and Machinery which stood in the books at Rs. 1,50,000 
included a machine at a book value of Rs 3,400. This being obsolete 
was sold off at Rs. 900 and was replaced by a new machine which cost 
Rs. 4,800. 

(d) The freight and cartage on the new machine amounted to 
Rs. 300 and the erection charges Rs. 550. 

(e) The furniture appeared in the Books at Rs. 15,000. Of these, 
some portions of the book value of Rs. 3,000 was discarded and sold at 
Rs. 1,200. New furniture of the value of Rs. 2,400 was acquired. 

(/) A sum of Rs. 2,200 was spent on painting the new factory. 

Please state which items of Expenditure would be charsed to capital and 
which to Revenue. 

„ . . {I I B. Part I, February 1966) 

Solution; 

•di ^’500 expended on dismantling, removing and re-installing 

riant, Machinery and Fixtures will have tn hp f PPH qc n v rtmi Ji- 
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ture It may be treated as deferred revenue expenditure item and spread 
over a term of years say 3 to 7 years and a proportionate amount be 
charged to revenue every year. 

( b ) Rs. 1,000 being the cost of removal of stock from the old 
factory to the - ' new premises does not add to the value or the profit 
earning capacity of the stock and as such, it will be treated as a revenue 
expenditure. 

( c ) The difference of Rs. 2,500, between the book value of the 
machine (Rs. 3,400) and its sale proceeds (Rs. 900), will be charged as 
Revenue expenditure, to be shown as a loss on sale of assets. Rs. 4,800, 
spent for purchasing a new machine in place of old one will be capi- 
talised. / e., it will be treated as capital expenditure. 

( d ) Freight and cartage Rs. 300 and 'erection charges Rs. 550 on 
the new machine are capital expenditures, as they are in connection with, 
the acquisition of a new asset. 

(e) Rs. 1,800 the difference between the book value of the furni- 
ture discarded (Rs. 3,000) and the amount realised there from (Rs. 1,200) 
will have to be treated as Revenue expenditure , as -loss on sale of assets. 
Rs. 2,400 the cost of new furniture will be treated as Capital expenditure. 

(/) An amount of Rs. 2,200 spent on painting a new factory is 
Capital expenditure and will be added to the cost of new building, because 
this amount belongs to the new construction. 

Problem 3 A firm of builders purchased a plot of free-hold land 
for the purposes of constructing new offices thereon for its own use. 
The office building was erected on an area covering one quarter of the 
site. udnc the firm’s own labour and materials. The remaining land 
was used by the firm for building houses which were sold to the public 
in separate lots. 

Describe how the cost of the land and buildings erected thereon, 
should be dealt with in the books of the firm. 

Solution: (I.I B. Part I, May 1970 ) 

In the above cited problem, it is quite evident that the office 
building was erected on an area covering one-quarter of the site, using 
the firm’s own labour and materials, thus, the total cost incurred for the 
purchase of plot, payment of wages and of materials purchased will be 
divided io|the ratio of l *. 3, i e , 25% and 75% 2S% of the cost will 

be treated as Capital Expenditure and 75% as Revenue expenditure. 

Following journal entries will be passed for the purpose: 

^ JOURNAL ENTRIES 


SI. Particulars 


T F Debit 
Amount 


Credit 

Amount 


Rs. Rs. 

(I) Free-hold Land A/c Dr. 

To Bank A/c 

(Being the cost paid for purchasing a 
a plot of free-hold land) 



CAPITA aND 




Dr. 

Dr. 


jo Bank A/ . , t0 labourers 

of materials) — 


Dr. 


^oFS^dA/^ 

To Wages A/c 

To Material incurred on 

Note: otn . ce lhc Balance Sheet. 

as an asset T 


Dr. 


jo Wages A/c 

jo Material A/c . on pur- 

(Being I* of «“ “? nt in of «agcs and 
chase ot land : ’^merials transferred 

- - 


Dr. 


Bank A/o r 0 j- sale A/e 

jo Buildings! pf1 . q f the houses 

S^e^rtaseparatelois) 

i,r»u«;p.s are s< 


.. « the houses are . s01 r B ^ ld ings for Sale J - a 

*£SI S ftS* 0CC :l * the end or *• g-gSiS*' 

- SnnAnd then on the Asses 

££ » n ncfsheet. 
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BILLS OF EXCHANGE 

Problem 3. What are the advantages of the use of Negotiable 
Instruments like Bills of Exchange, Cheques and Promissory Notes ? 

(7 l.B. Part 1, May 1972) 

Give'short notes on Bill of Exchange ; Promissory note. 

[I. I.B. fart I, May '1969) 
Write short notes on D/D ; Promissory notes. 

, * - \ ( l.I.B . Part I, November 1970) 

. Explain briefly from a Bank’s view point : - ' ’< 

' (1) D/D, (2) P/N ''' ' ’ 

(/ LB. Part /, November 1973) 

Explain briefly : 

(1) P.N. ; (2) Bill of Exchange ; (3) D/D. 

(/ LB. Part /, May 1975 ) 


Solution. A seller does not always get cash in immediate payment 
Yot goods sold. He \s generally ready to grawt credit, but wtats some 
written undertaking or agreement from the buyer to pay the amount 
after a specified period. This written agreement or undertaking takes the 
form of a Bill of Exchange or Promissory Note. This paper will serve as 
a legal document to prove that purchaser is the debtor of the seller. If 
the purchaser refuses to make the payment in future, the seller can go to 
tV.e court. 

A Bill of Exchange, Promissory Note or Cheque is called a 
Negotiable Instrument. It is a document which, by endorsement and 
delivery, or by mere delivery, passes the full title of the instrument to the 
transferee. 

There are obvious advantages in using negotiable instruments : 


(o) They fix the date of payment— the creditor knows when he 
will get money and the debtor knows when he will have to pay. 

(b) The seller may wait until the period of the instrument is 
matured and get the payment at that time, or be may encash it by getting 
the document discounted from a bank, or may transter it to his own 
creditor for the purpose of settling his account with him. 

(c) .They facilitate the prosecution of recovery action in the event 

of buyer’s default. * “ . - 

Bin of Exchange: It is “an instrument in writing, an 
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-unconditional order signed by the maker, directing a certain person or 
ito the bearer of the instrument.” 

{Indian Negotiable Instrument Act, 1881 Sc. 5) 

There are three parties to a Bill of Exchange : 

1. The Drawer. He is the creditor (Seller) and draws a bill of 

-exchange on the debtor -(Purchaser). 

2. The Drawee or the Acceptor. He is the person on whom the 
bill is drawn, -i.e.,- the- debtor. A bill drawn by the drawer must be 
accepted by the drawee, which will be a proof of the willingness of the 
• drawee'' that he agrees with the contents' of the bill. 

3. The payee. The person to whom the amount of the bill is 
to be paid. Sometimes, the drawer and the payee can be one party. 

Promissory Note: It is an “instrument,, in writting (not being a 
bank note or a currency note) containing an unconditional undertaking, 
signed by the maker, to pay a certain sum of money only to, or to the 
order of a certain person, or to the bearer of the instrument.” 

( Indian Negotiable Instrument Act, 1881 Sc. 4) 

There are two parties to a Promissory.Note 

1 . The Maker. The person who makes the note and undertakes 
to pay. 

2. The payee. The person in whose favour the Note is made. 

All Bills and Promissory Notes which are not expressed to be pay- 
able on demand, at sight or at presentment, are due for payment on the 
third day after the day on which it is expressed to be payable. For all 
‘after date’ or ‘after sight’ bills, these three extra days are known as Days 
.of grace. 

Cheque: A cheque is a written order drawn by a customer of a' 
bank instructing his banker to pay on demand a specified sum of money 
o the person named therein or to his order or to the bearer. 

■ In other words, cheque may be defined as “A bill of exchage drawn- 

banker payable on demand.” 

Demand Draft: This term is used for an instrument drawn by 
a Bank upon another bank, or upon one of his own branches or on his 
local or foreign correspondent. 

Bank’s Demand Drafts are commonly used in making remittances 
•of money from one place to another. These are payable on demand, but 
.are never bearer. ' 

Problem 2. Explain the accounting treatment of a bill of exchange. 
What entries should- be passed when a Bill Receivable is dishonoured by 
mon-payment after it has been dealt with in any one of the following' ways: 

(1) when it is retained till maturity by the Recipient ; 

(2) after it has been discounted with the Bankers ; 

(3) after it has been endorsed over to a Creditor ; and 

(4) after it has been sent to the Bankers for collection:? ' 

Xd-TB. Part I, November 1969 ) 



bills of exchange 


6 S' I I 
■S .5 I I 

o-£* 


5'3 


3 S-| I I 

i&l I • I 


y - o . o o 

g ' ci - tc b2 

S2 | ^ ^ 

mu H nn 


Eli | § 2 5 ‘5 

2~ 1 •* 

5 « o 5 0 s ^ 


c e c 

ramca 


>»>.>» 
-3 rt rt 
ft, 0 - &. 


OQOQ 


^ >A >• >. 

ri X 1 i 3 
CU Oh CL. Qh 


a m S « SbbS- 




ill 


= Sii= o 

BHU'q? 


2 2 2° 

CL Q< CL CL 


*2 >. ra — »- 
*?.tS 1> -O l2 

S3“ r s .j< 
s S3 o c 
“B-s «S 


■a 35^ 

1 1 -S| 

O C3.S O 

013 2 m 

1 =li Hi 

tujxi -t; .ti .ti -- 
-c c o d £3 c 
x X X x X 'x "3 
££££ 


■u 02 u 

£ -slf 

« -50 c 

— ? rt ca 

"ill 
w c «> *2 

«-!§!“ 
IS 2 2 *§ c 
>.“"3 u m 


rt .« .ti .35 .ti — 

g ti e c c o 

■ e x x x x "o 

o£££j£° 


OSLO'S^ 

-5 E’|o« 


w-o c7 * 

ti u g K , 

JSoS- 

-aoo. 

tS ' -5 2 ! 


iiiii. 

tf -c-c -c . 


M M M W) 


O O O O 

aaS, o< 

u g g o 

<<< ■ < 


° >,ra 2 

*« x* -ti L. 

0 ‘C X "H 2 

1 iS^ 

8 

£ | 15 | 

Jj c p E 2 

,0 t: O O 

*« rt o T3 ^ 

b S-5 c r. 


• 8 s***M 

* to « 

Q iCCCCu 

c X x x x x o 

O 0 


BILLS OF exchange 



BIJXSpF EXCHANGE 


• 5*5 


Problem. 3 Write short note oa Accommodation Bill. 

. , .» jT - •• lU- LB. Part I y November 1970) 

Solution., Sometimes bills are drawn and accepted to' help a 
friend wbo'is temporarily in need Of money. This is done by means of 
drawing, accepting and discounting accommodation bills.' 

“An Accommodation Bill is a bill of exchange for which no consi- 
deration is given by the drawer to the acceptor, but which has been 
drawn and accepted by the parties concerned for their mutual accommo: 
dation with a view to raise money by negotiating it.” 

After acceptance, such a bill of exchange is discounted at the 
bank — the money so realised is utilised by the friend in need of money 
(drawer) for the period of-the bill amf he -(drawer) -makes -the payment 
of the bill to the acceptor before maturity to enable him to meet the bill 
on the due date. :* • \ j.-- 

Sometimes the cash proceeds of the bill discounted ifrom the bank 
are utilised by both the parties. ' After getting the accepted bill discounted 
from the * \. **■..* ■ *' 1 '« *V ■*.. : 

thedrawe' • ■ • . , ■ 

Before tt • ■ • « • *■ 

drawee to enable him to meet the bill. 

In other cates, the two persons in need of money draw bills on each 
other for equal amounts. After acceptance, they get the bills discounted 
with their bankers. Each of them keeps with bim the cash proceeds of 
the bill discounted by him and also bears the discount charges of the bill. 
Each of them meets his own acceptance on the due date. 

’ The accounting treatment for an accommodation bill is the same as 
for an ordinary trade bill. However, there are certain additional entries 
in it for remittances to be made by the drawer to the drawee and 
vice-versa. 

Problem 4. B owes C a sum of Rs. 600. On 1st January, 1966 he 
gives a Promissory Note 'for the amount for 3 months to C who gets it 
discounted with his bankers for Rs 590. On the due date the bill is 
dishonoured, the bank paying Rs. 5 as Noting Charges. B then pays 
Rs. 200 in cash and accepts a bill of exchange drawn on him for the 
balance together with Rs. 10 as interest. The bill is for 2 month and on 
due date it is again dishonoured, C paying Rs. 5 as Noting Charges. 

Pass Journal Entries in the books of C. 

(l.I.B. Part /, November 1967) 
22 - 
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Solution: 

JOURNAL ENTRIES IN THE BOOKS OF C 

■ . r r Debit Credit N 

' 'Date Particulars D.r. ^ mQun i Amount 


1966 

Jan. 1 Bills Receivable A/c Dr. 

ToB 

(Being a Promissory Note for three 
months maturity received from B on 
account) 


Jan. 1 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable A/c 
(Being the Promissory Note duly 
signed by B got discounted from the 
Bank) 


April4 B Dr. 

To Bank A/c 

(Being the discounted bill dishonoured 
and the noting charges of Rs. 5 paid 
, by the Bank) 

April 4 B Dr. 

To Interest A/c 

(Being interest charged on the unpaid 
amount for a period of 2 months) 


April 4 Cash A/c Dr. 

Bills Receivable A/c Dr. 

ToB 

(Being the receipt ofRs. 200 in cash 
and the balance in the shape of a fresh 
bill of exchange for a period of 2 
months duly accepted by B) 


Jun.7 B D 

To Bills Receivable A/c 
To Cash A/c 

(Being the bill dishonoured on the due 
charges)** RS ' 5 Pa ' d t0Wards notin S 


Rs. Rs. 
600 

600 


590 

10 

600 


605 

605 


10 

10 


200 

415 

615 


420 * 


415 

5 
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Problem 5. Deepal owed Sheetal Rs. 70,000 for which she accepted 
a Bill drawn on her by Sheetal payable after 3 months from 1st April 
1982. , ' " ^ 

On the 4th April, the Bill was discounted by 'the Drawer with her 
bank for 95% value. The Bill was not met on the due date and the Bank, 
therefore, debited the same to the Drawer’s account with Rs.,10 incidental 
charges and Rs. 40 overdue interest, on the 10th July. The drawee settled 
the Bill value together with costs on 1 lib July. 

Pass Journal entries, with full narration, in the books of Deepal and 
Sheetal, for the above transactions. 

{I.l.B. Part /, November 1982) 


Solution: 

(0 JOUNAL ENTRIES IN THE BOOKS OF SHEETAL 


Date Particulars 


tv Debit ■ Credit 
‘ * Amount Amount 


1982 

April 1 Bill Receivable A/c Dr. 

- To Deepal 

. " (Being the amount owed by Deepal 
received in the form of a Bill drawn on 
her payable after 3 months— due~on 
4-7-1982) 


April 4 

Bank A/c 

Discount A/c 

To Bill Receivable A/c 

Dr. 

Dr. 


(Being the bill got discounted 
Bank at a discount of 5%) 

from 

July 10 

Deepal 

To Bank A/c 

Dr. 


(Being the bill accepted by Deepal 
dishonoured on due date and the bank 
charged Rs. 10 towards incidental 
charges and Rs. 40 as overdue interest) 


July 11 Bank A/c Dr. 

To Deepal 

(Being the amount due from Deepal 
settled by her) 


Rs. Rs. 
70,000 

70,000 


66,500 > 

3,500 • 

70,000 


70,050 

70,050 


70,050 

70,050 
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(if) . JOURNAL -ENTRIES .IN 'THE BOOKS' OF PEEPAL ■ , 


Date 


Particulars 


L.F. 


Debit Credit 
-Amount Amount 


1982 
April 1 


Sheetal Dr. 

To Bill Payable A/c 
(Being the amount owed to ' Sheetal 
settled by accepting a ;, bill drawn by 
her for 3 months due on 4-7*1982) 


Rs. Rs. 
70,000 

70,000 


July 4 


July 10 


Jully 11 


Bill Payable A/c Dr. 

To Sheetal 

, (Being the bill accepted in favour of 
'Sheetal hot met ondue date) 

Incidental charges A/c Dr. 

Interest A/c Dr. 

To Sheetal 

(Being incidental charges arid 'overdue 
interest paid by Sheetal on account of 
non-payment of the bill) 

Sheetal Dr; 

To Bank A/c 

(Being amount due to Sheetal settled) 


70,000 


70,000 


TO 

40 


50 


70,050 


70,050 


Problems. On 1st April 1980, Vijay draws a bill for Rs. 6,000 
on Dev for a period of four months. The bill'is' duly ~accepted by Dev. 
On 5th April, Vijay endorses the bill in favour of Chetan. > However, on 
25th July,: Dev approaches Vijay and requests that the bill be renewed for 
•a further period of four months at 10% interest.per annum. Vijay agrees 
and paid the necessary money : to Chetan on 4th June. The bill was 
duly accepted and paid by Dev. Pass the necessary Journal entries, with 
full narration, to record the above in the books of Vijay. 

„ , . {U. B. Part I, April 1981 ) 

^Solution t 

JOURNAL ENTRIES IN -THE BOOKS OF VIJAY 


Date 


Particulars 


L.F . 


Debit Credit 
Amount Amount 


1980 
April 1 


Bills Receivable A/c 
To Dev 


Dr. 


~Rs. 

6,000 


(Being bill drawn on and accepted by 
-W980) a Peri ° d of4monthdue on 


Rs. 

6,000 


BILLS OF EXCHANGE, 

1980 

April 5 Chetan Dj. 

To Bills Receivable A/c 1 ' 

. (Being bill-endorsed -to Chetan) - 


August 4 Dev Dr. 

To Chetan 

(Being bill dishonoured on the due 
date , by Dev with- a request for its 
renewal and as ‘such received back 
from Chetan) 


August 4 Chetan ' Dr.’ 

To Bank A/c - - - - - 

(Being' payment made to Chetan 
against bill already endorsed to him on 
5-4-1980, received back from him on 
4-8-1980) 

August 4 Dev Dr. 

To Interest A/c 

(Being interest receivable from Dev @ 
10% per annum for a period of4 
months on Rs. 6,000) 

August 4 Bills Receivable A/c Dr. 

To Dev 

(Being a new bill drawn for the origi- 
/ nal amount plus interest thereon and 
accepted by Dev for a period of 4 
months, due on 7-12-1980) 


Dec. 7 Bank A/c Dr. 

To Bills Receivable A/c 
(Being amount paid by Dev jn payment 
of the bill accepted by him) 


5; 9 


6,000 

6,000 


6,000 

6,000 


6,000 • ' 

... 6,000 


i 200, 

. , 200 

. * 1 1 < 

)• 


6,200 • ’ 
6,200 


6,200 

_ 6,200 


Problem 7. On 1st March, B buys goods from C value Rs. 9,000. 
Instead of paying cash, he agrees to give "C” a Bill of Exchange at four 
months, the amount of the bill to include interest at 6% p.a. On the 
due date B is only able to find Rs. 7,390 in cash, and he arranges with C 
for the retirement of the bill in consideration of this payment and a 
substituted bill at four months for the balance, plus interest at 6% per 
annum. 

Fass journal entries in the books of B. 

{Ignore paise.) 


(I.I.B. Pari I, May 1969 ) 
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Solution: 

JOURNAL ENTRIES IN THE BOOKS OF B 


r ' ' Debit Credit 

Date Particulars D.t. Amount Amount 


19 ... 

Mar. 1 Purchases A/c Dr. 

ToC 

(Being goods purchased on credit from 
~ C vide his Invoice No ) 


Rs. Rs. 
9,000 

9,000 


Mar. 1 C 



Interest A/c Dr. 

To Bills Payable A/c 

(Being a Bill of Exchange duly accep- 
ted given to C in payment of goods 
purchased with interest for 4 months 
@ 6% p.a., calculted as under: 


9,000x6x4 
. 100X12 


=Rs. 180) 


9,000 

180 

9,180 



/ 


July 4 Bills Payable A/c . Dr. 9,180 

To C 

(Being the bill accepted not. honoured 
on the due date due to non-availabiiity. 
of funds) 


uly 4 C ' Dr. . 7,390 

To Cash A/c 

(Being the available amount of cash paid 
to C on account 


July 4 C Dr. 

Interest A/c Dr. 

To Bills Payable A/c 

(Being a new bill accepted for the 
balance due plus interest @ 6% p.a. 
for 4 months. The interest is calculated 
. as under: 


l,790x6x 

100X12 


4 


— Rs, 35‘80, taken to the 


nearest rupee as Rs. 36.) 


1,790 

36 


9,180 


7,390 


1,826 
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Problem 8. On 1st January, 1977 Julie supplied goods to Vikram of 
the value of Rs. 9,000 and settled the account by means of three bills of 
Rs. 3,000 each due after two, three and four months respectively. - ' ‘ 
A week later Julie discounted' the first bill'at a discount of Rs, 60, 
The other two bills were held till maturity. • ‘ 

The first two bills were duly. met on.maturity. On the^ maturity of 
the third bill, however, Vikram arranged to retire the bill paying Rs. 1,000 

' T *' • - f \ Y" f: - f ;iur months to cover the balance 1 

i 1 . • Juile discounted the bill for 

Pass the necessary Journal Entries in the books of Julie and Vikram. 

(Narration to entries may not be given ) - - - — . - . . _ 

, i ( I.I.B . Part I, August 1978) , 

Solution: - - ' * 1 1 

JOURNAL ENTRIES IN THE BOOKS OF JULIE . 


Date Particulars 


. p Debit Credit 
■k* * Amount' Amount 


1977 


Jan. 1 Vikram. ' Dr. 

To Sales A/c 

(Being goods supplied to him vide 
Invoice No of date ) 


Jan. 1 Bills Receivable (No. 1) A/c Dr. 

Bills Receivable (No. 2) A/c Dr. 
Bills Receivable (No. 3) A/c Dr.’ 
To Vikram 


(Being three bills of equal amount 
drawn on him in settlement of the 
payment for sales, which were duly 
accepted as under; 

B/R No. 1 for a period of two months 
due on 4th March, 1977; B/RNo. 2 
for a period of three months due on 
4th April, 1977 and B/R No. 3 for a 
period of 4 months due on 4th 
May, 1977) 


Jan. 8 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable (No. 1) A/c 
(Being B/R No. 1 got discounted from 
the bank on date) 


Rs> Rs. 
9,000 

9,000 


3,000 » 

3,000 

3,000‘ 

.. 9,000 


2,940 

60 

3,000 


bills of ixcmmz 
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1977 
April 4 


May 4 


Clash -A /c ■ 19 r* 

To Bills Receivable (No. 2) A/c 

(Being B/R No. 2 met by Vikram on 
the due date) 


Vikram ' ■ - , • Dr * 

Tc-Bills Receivable (No. 3) A/c 

(Being the cancellation' of B/R No. 3 
for its renewal) 


3,000 \ 


3,000 


3,000 


3,000 


May 4 Cash A/c 

To Vikram 


Dr. 


(Being amount received' in cash on' 
account) 


1,000 


1,000 


May 4 Vikram Dr. 

To Interest A/c- 

(Bcing interest charged from Vikram 
on renewal of a bill on Rs. 2,000 for 
4 months @ 12% p.a.) *-■; 


80 


80 


May 4 Bills Receivable (No. 4) A/c Dr. 
To Vikram 

(Being a new bilbaccepted by’ him for 
a period of 4 months due on '7th 
September, 1977) 

) May 4 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable (No. 4) A/e 

(Being B/R No. 4 got discounted from' 
the bank) 


2,080 


2,000 

80 
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2,080 


2,080 


Particulars 


f p Debit Credit 
Amount Amount 


1977 

Jan. 1 Purchases A/c Dr. 

To Julie 

(Being good purchased on credit) 


Rs. Rs. 
9,000 

9,000 



BltlS' Cft EXCHANGE 

1977 ‘‘ *■ ; • . : ; \ , 

Tan. 1 Julie ’ Dr.- .9,000 

To Bills Payable (No. 1)‘ A/c* . ; ‘ .... 

To Bills Payable (No. 2) A/c 
To Bills Payable (No/3)A/c '■ - _ • . 

, . (Being 'three biU of equal amount 
‘ accepted— B/P ' No. 1 for two months 
due on 4;3-I977, B/P No. 2 for three 
\ .months due on 4*4-1977 and B/P No. 3 
. for four months due on 4*5-1977) 


Mar. 4. 

Bills Payable (No. ?) A/c‘ Dr. 

To Bank A/c * 

3,000 


(Being B/P No. 1 met on the due date) 

.'v i 

April 4 

Bills Payable (No. 2) A'c Dr. 

To Cash A/c 

3,000 


(Being B/P No. 2 met on the due date) 


May 4 

Bills Payable (No. 3) A/c * - Dr." 

To Julie 

(Being cancellalion of B/P No. 3 for 
its renewal) 

: 3,000 

■> r ; 

M, ' 


May 4 Julie Dr. 

To Cash A/c 

(Being part payment of the cancelled 
bill made in cash) 


May;4 Interest A/c Dr. 

To Julie 

- (Being interest payable .to Julie on 
renewal of the bill for the balance 
amount of Rs. 2,000 for 4 months @ 
12% p.a.) 


May 4 Julie Dr. 

To Bills Payable (No. 4) A/c 
■" ■ ■ * . • f ’ for the 

period 


Bills payable (No. 4) A/c Dr. 

To Bank A/c 

(Being B/P No. 4 met on maturity) 


2,080 


2,030 


1 , 000 ; 


SO 


5*13 - 

',3:000 

3,000' 

' 3,QC0 


. ,3,000 . 


3,000 


3,000 


1,000 


. 80 


2,080 


Sept. 7 


2,080 



5'14 


BILLS OF EXCHXNGB - 


Problem 9. On 1st January 1979, Bimal drew on Chetan .three 
Bills of Exchange in full sattlement of claims; the first for Rs. 14,000 at 
one month/the second for Rs. 16,000 at two months and the third For 
Rs. 18,0CO at three months. The bills were duly accepted by Chetan. 

The first bill was endorsed by Bimal to his creditor Tarun on 3rd; 
January 1979, the second Bill was discounted on 15th January 1979 for 
Rs. 15,900 and the third bill was sent to bank, for collection on4tb 
February 1979. All the bills were duly met on maturity except the- 
second Bill which was dishonoured, noting charges being Rs. 240. Bimal 
charged Chetan Rs. 300 for interest and drew on him a. fourth bill for two- 
months for the amount due. The fourth bill was duly met on maturity. 
Pass Journal entries (including narration) in the books of Bimal. 

(T.LB. Part I, November 1979) 

Solution: 

JOURNAL ENTRIES IN THE BOOKS OF BIMAL 


Date 

Particulars 

L. 

F. 

Debit 

Amount 

Credit 

Amount 

1979 


- 

Rs. 

Rs. 

Jan. 1 

Bills Receivable (No. I) A/c 

Dr. 

14,000 



Bills Receivable (No. 2) A/c 

Dr. 

1'6,000 



Bills Receivable (No. 3) A/c 

Dr. 

18,000 



To Chetan , 



48,000 


(Being the amount owed by Chetan 
received in the form of three accep- 
tances — B/R No. 1 for Rs. 14,000 for 
one month due on 4th February, B/R 
No. 2 for Rs. 16,000 for two months 
maturing on 4th March; and B/R No. 3 
for three months maturity due on 
4th April, 1979)' - 

. 3 Tarun Dr. 14,000 

To Bills Receivable (No. 1) A/c 14,000 

(Being B/R No. 1 endorsed to Tarun, 
the creditor) 


Jan. 15 Bank A/c . . Dr. 

Discount A/c Dr. 

To Bills Receivable (No. 2) A/c 

(Being B/R No. 2 got discounted from 
the Bank, the charges being Rs. 100) 


15,900 

100 

16,000 


Feb. 4 Bills sent for collection A/c Dr. 

To Bills Receivable (No. 3) A/c 

(Being B/R No. 3 sent to bank for 
collection) 


18,000 

18,000 
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1979 I- '' 

Mar. 4 Chetan Dr.' 16,240 

To Bank A/c 16,240 

(Being B/Rl No. 2 which was got . 

. discounted from the Bank is disbond - - 
ured by Chetan and the Bank incurred 
noting charges of Rs. 240) 


Mar. 4 Chetan Dr. 

To Interest A/c 

(Being amount of interest charged 
from Chetan for two months on the 
amount of Rs. 16,240) 


16,540 

16,540 


April 4 Bank A/c Dr. 

To Bills sent for collection A/c 
(Being the proceeds of B/R No. 3 
sent for collection on 4th Feb. 1979, 
realised) 


May 7 Bank A/c - Dr. 16,540 

To Bills Receivable (No. 4) A/c 16,540 

(Being the B/R No. 4 which was 
retained till maturity, realised) 


18,000 
• ■ ' ' 18,000 


Mar. 4 Bills Receivable (No. 4) A/c Dr. 
To Chetan 

(Being the amount due from Chetan 
received in the form of his acceptance 
for a period of two months due on 7th 
May, 1979) 



Problem 10. Pass the Journal Entries in the book’s of Kiran to 
record the following hill transactions : 

(а) Kiran’s acceptance to Sunil for Rs. 5,000 was discharged by 
immediate cash payment of Rs. 2,050 including Rs. 50 for interest and 
an acceptance of a fresh bill for the balance. 

(б) Navin’s acceptance to Kiran for Rs. 5,000 which was endorsed 
to Mohan, was dishonoured. Rs. 50 were paid as noting charges. 

(c) Bipin’s acceptance to Kiran for Rs. 6,000 is retired before due 
date for Rs. 5,850. 

(d) Kiran discharges his acceptance to Pravin for Rs. 10,000 by 
Najan’s acceptance to him for the similar amount. 
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Tbe first bill is ‘retained by S and is duly met. The second bill t 
discounted (charges being Rs. 4) and is met in due course. The third 
also discounted (charges being Rs.-4) and is dishonoured. The cota 
charges being Rs. 10. 

New arran cements are duly made whereby hi pays cash Rs. 
and accepts a bilfdue in two months for the balance of the amount w 
interest at 6% p.a. The bill is retained. On due date the same is i 
honoured, notarial charge being Rs. 7. M shortly is made insolvent i 
25 p. in a rupee was receded fromfhis estate. 

Pass Journal entries in the books of S. 

{I.I.B. Part I, May 19 

Solution: 

journal entries in the books of s 


Date Particulars 


f P Debit C ret 

Amount Amo 


1971 
Jul. 1 

Bills Receivable (No. 1) A/c 

Dr. 

Rs. P 
400*00 


Bills Receivable (No. 2) A/c 

Dr. ' 

400*00 " 


Bills Receivable (No. 3) A/c 

Dr. 

400-00 , . 


ToM 


1, 


(Being the amount ow‘ed by M received 
in the form of three acceptances of Rs. 
400 each—B/R No. i Tor one month 
maturity due on4th August; B/R No. 2 
for two months maturity due on 4th 
September; and B/R No. 3 for four 
months maturity due on 4th November, 
1971) 


Jol. 1 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable (No. 2) A/c 
(Being B/R No. 2 got discounted from 
the bank—the charges being Rs. 4) 


Jul. 1 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable (No. 3) A/c 
(Being B/R No. 3 got discounted from 
'thehank— charges fcemg-Rs. 4) 


Aug. '4 Cash A/c Dr. 

To Bills Receivable (No, 1) A/c 


(Being .the B/R No. 1 which was retain- 
ed, met on maturity by M) 


39600 
4-CO . 

l 

396*00 

4'0v 



1971 ' ' Rs. P. 

.Nov. 4 M Dr. 410 00 

To Bank A/c 

(Being B/R No. 3 which was got' dis- 
counted from the Bank is dishonoured 
by M and the bank incurred noting 
charges of Rs. 10. 


.Nov. 4;Cash A/C . Dr. 100-00 

To M 

(Being cash received from M on account) 


Rs. P. 
410-00 


lOO'OO 


:Nov. 4 M Dr. 3*10 

To Interest A/c .. 3’ 10 

(Being amount of interest due from M 
@ 6% p.a. for two months on the 
balance amount of Rs. 310) 


“Nov. 4 Bills Receivable (No.4) A/c Dr. 313*10 

To M 313*10 

(Being a new bill accepted by M for the 
amount due from him for a period of 2 
- . months due on 7th January, 1972) 


1972 

Jan, 7 M Dr. -. 320-10 

To Bills Receivable (No. 4) A/c 
To Cash A/c 

(Being B/R No. 4 which was retained is 
dishonoured and- Rs. 7 paid towards 
noting charges to be recovered from M) 


Bank A/c Dr. 80‘03 

Bad Debts A/c Dr. 240*07 

ToM 

(Being M is adjudicated insolvent and 
only 25 p. in a rupee received from his 
private estate. The irrecoverable amount 
written off as bad debts) 

Problem 12. On 31st December 1968, at the time of preparation 
of the final accounts, Shri V wrote off a sum of Rs. 1,000 due to him by 
Y as Bad debt. 

However, on 31st March 1969, Y paid cashRs. 800 to V in full, 
••settlement of the amount. 


313-10 
7 00 


320-10 

/ 
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On 1st April 1969 V sold further goods to Y invoiced at Rs. 1,500, 
for which Y paid Rs. 500 in cash and accepted a bill for the balance. 
This bill was , discounted by V for Rs. 990. On due date the bill was 
dishonoured and V had to take it up and . pay the noting charges of ' 
Rs. 5. 

Y accepted a new bill for the amount due, paying interest Rs. 5 
and noting charges in cash. 

When the bill became due Y met the same paying Rs. 500 in cash 
and accepted a new bill for Rs. 510. . ' 

Before the due date, Y having become insolvent paid a composition 
at 25 P. in the rupee. 

Journalise the above transactions in the books of V, 

(I.J.B. Pari 1, November 1970) 

Solution: 

JOURNAL ENTRIES IN THE BOOKS OF V 


Particulars 


Debit . Credit 

Amount ' Amount 


1968 Rs. P. 

Dec, 31 Bad debts A/c Dr. 1,000*00 ’ 

To Y 

(Being amount irrecoverable from Y 
written off as Bad debt) 


Dec. 31 Profit & Loss A/c Dr. 1,000-00 

To Bad Debts A/c 

(Being amount of loss on account of 
Bad debts transferred to the Profit & 

Loss Account at the time of prepar- 
ation of final accounts) 


1 969 

Mar. 31 Cash A/c Dr. 800‘00 

To Bad debts (Recovered) A/c 
(Being the amount already written off 
as bad debt recovered from Y) 


Apr. I Y Dr. 1,500*00 

To Sales A/c 

(Being goods sold to Y vide invoice 
No of date) 


Rs. P. 
1 , 000-00 


1,000*00 


800-00 


1,500-00 
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1969 
Apr. 1 


Cash A/c Dr. 

Bills Receivable Dr. 

To Y 

(Being the amount due from Y, receiv- 
ed partly in cash and partly in the 
shape of an acceptance for a period of 
two months due on 4th June, 1969) 
Note : It is assumed that the bill is 
for two months maturity. 


Rs. P.. Rs. P. 

500*00 

1,000*00 

1,500-00 


Apr. 1 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable A/c 
(Being the acceptance got discounted 
from the bank). 


990-00 

10-00 

1 , 000-00 


June 4 Y Dr. 1,005*00 

To Bank A/c 1,0D5'00’ 

- (Being the bill already, discounted, . now 
dishonoured and a sum of Rs. 5 paid as 
noting .charges) 


June 4 Cash A/c Dr. 10*00 

ToY 5*00 

To Interest A/c 5*00 

(Being cash received from Y for noting 
charges, paid on his behalf, and for 
interest, as the bill is renewed) 


June 4 Bills Receivable A/c Dr. 1,000*00 

To Y 1,000*00 

(Being a new bill accepted by Y for a 
period of 2 months due on 7th August. 

1969) b ’ 

Note: It is assumed that the bill .is for 

two months maturity. . 


-Aug. 7 Y £) r> 

To Bills Receivable A/c 

(Being the retained bill dishonoured on 
the due date) 


1,000-00 

1,000*00 



DILLS OF EXCHANGB 


.521 


1969 


Rs. P. Rs. P. 


Aug. 7 -Y Dr. 10 00 

To Interest A/c . ' . IG‘00 

(Being iaterest on the amount due from 
Y) 


Aug. 7 Cash A/c Dr. 

Bill Receivable A/c Dr. 

To Y 

(Being the part amount due from Y 
received in cash and balance in the shape 
of an acceptance for a period of 2 months 
due on 10th October, 1969) 

Note: It is assumed that the bill is for 
two months maturity. 


500-00 

510-00 

. 1 , 010-00 


Oct. 1 Y Dr. 510*00 ' 

To Bills Receivable A/c . 510 00 

(Being Y is adjudicated insolvent and the 
bill accepted by him dishonoured) 


Oct. 1 Bank A/c Dr. 

* Bad Debts A/c Dr. 

To Y 

(Being on the insolvency ofY a com- 
position of 25 p. in a rupee received 
from his private estate. The balance 
amount due from him became irrecover- 
able and written off as bad debts) 


Dec. 31 Bad Debts A/c Dr. 

To Profit & Loss A/c 
(Being the balance in bad debts account 
—recovered Rs. 800 and written off Rs. 
382*50 - i,e., the income on this account 
transferred to the Profit and Loss account 
at the time of preparation of final 
accounts) 


127*50 

382-50 

510*00 


417*50 / 

417-50 


Problem 13. Whilst closing the books of accounts as on 31st 
December 1972 a sum of Rs. 600 due by B to A was written off as bad 
debt. However, in order to keep the business transactions going, Mr.^B 
paid to Mr. A on 10th January 1973 a sum of Rs. 500 in full or final 
settlement of the amount due. 

After taking into consideration the following transactions, show 
(1) B/R Account, (2) Mr. B’s Account, and (3) Bad H*hts Account in 
the books of Mr. A: 

P.S.B.K. 6-«3 — 19 



^22 bills of exchange 

1973 

Jan 11 Sold goods to B for Rs. 1,200. B paid Rs. 200 in cash and 

accepted a bill for Rs. 1,000 at one month. This bill was 
discounted with the Bankers for Rs. 998. 

Feb. 14 The above bill was dishonoured. Bank charging Rs. 5 as 
notarial charges. 

15 B accepted a new bill for Rs. 1,000 at . two months in lieu of the 

* above bill, paying notarial charges and Rs. 15. as interest in 

cash. 

Apr. 18 B met his bill by paying Rs. 550 in cash and accepted a fresh 
bill for Rs. 475 at 3 months with interest. 

June 1 B became insolvent and 50 per cent of the amount due by his 
estate was distributed amongst his creditors. 

Journal entries are not required. 

\U.B. Part i, May 1973) 

Solution: 

Ledger ‘Accounts in tbc Books of A 

•Dr. BILLS RECEIVABLE ACCOUNT Cr. 


Date 

Particulars 

Ahwurit 

Date 

Particulars 

Amount 

1973 


Rs. P. 

1973 


Rs. P. 

Jan. 11 

ToB 

1,000-00 

Jan. 11 

By Bank A/c 

998-00 

Feb. 15 
Apr. 18 

ToB 

To B 

1,000-00 
475 00 

Apr. 18 
June 1 

By Discount A' /c 
By B 

By A 

2-00 
1 , G00-00 
475*00 



2,475-00 



2,475-00 



""" 


= 


Dr. 


B’s ACCOUNT 

- ' V 

Cr. 

Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1972 
Dec. 31 

To Balance b/f 

Rs. P. 
60000 

1972 
Dec. 31 

By Bad -Debts 

Rs. P. 
60000 


600-00 


600-00 
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B’s ACCOUNT 


1973 . _ 1973 


Jan. 11 
Feb. 14 
Peb* 15 
Apr. IS 
Apr 18 
June 1 

' To Sales A/c 
To Bank A/c 
To Interest A/c 
To B/R A/c 

To interest A/c 
To B/R A/c 

ucoco 

1,00500. 

15'00 
1,00000 
.25*00 
475 00 

Jan. 11 By Cash "'A/c 
By B/R A/c 
Feb. 15 By Cash A/c 
By B/R A/c 
Apr. 18 By Cash A/c 
By B/R A/C 
June 1 By Cash A/c 
By Bad Debts 

200-00 

1.000- co 
20 00 

1.000- 00 
550.00 
475-00 
237-50 
237-50 



3,720 00 


3,72000 

Dr. 

BAD DEBTS ACCOUNT 

Cr . 

1972 
Dec. 31 

ToB 

Rs. P. 
600-00 

1972 - 

Dec, 31 By Profit & 
Loss A/c 

Rs. P. 

600 00 



60000 


600C0 

1973 

June 1 
Dec. 31 

ToB 

To Profit & 
Loss A/c 

237-50 

262-50 

1973 

Jan. 10 By Cash A/c 

500-00 



500-00 


soo-co 


Working Notes. The above noted -ledger accounts will be pre- 
pared on the basis of the following journal entries in the books of A : 

■ JOURNAL ENTRIES IN THE BOOKS OF A 


Date 

Particulars 

j c Debit 
L> ' t ‘ Amount 

Credit 

Amount 

1972 

Dec. 31 

Bad Debts A/c 

ToB 

Rs. P. 

Dr. 600-00 

Rs. P. 

60000 

Dec. 31 

Profit & Loss A/c 

To Bad debts A/c 

Dr. 600*00 

600-00 

1973 

Jan. 10 

Cash A/c 

To Bad debts (Recovered) A/c 

Dr, 500" 00 

500*00 
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1973 


Jan. 11 

Cash A/c 

Dr. 

200-00 


B’s A/c 

To Sales. A/c 

Dr. ■ 

1,000-10 

1,200-00 

Jan. 11 

Bills Receivable A/c 

Dr. 

i,coo-co 

1,000-00 

To B’s A’c 



Jan. 11 

Bank A/c 

Dr. 

998-00 



Discount A/c 

To Bills Receivable A/c 

Dr. 

2 00 

1,000*00 

Feb. 14 

B’s A/c 

To Bank A/c 

Dr. 

1,005-00 

1,005-00 

Feb. 15 

B’s A/c 

' To Interest A/c 

Dr. 

15-00 

.15-00 

. Feb. 15 

Cash A/c 

To B's A/c 

Dr. 

20 00 

20-00 

Feb. 15 

Bills Receivable A/c 

To B’s A/c 

Dr. 

1,000 00 

1,000-00 

Apr. 18 

B’s A/c 

To Bills Receivable A/c 

Dr. 

1,000-00 

1,000-00 

Apr. 18 

B's A/c 

Dr. 

25-00 



To Interest A/c 



25*00 

Apr. 18 

Cash A/c 

Dr. 

55000 



Bills Receivable A/c 

To B’s A/c 

Dr. 

475-00 

1025-00 

_ June 1 

B’s A/c 

To Bills Receivable A/c 

Dr. 

. 475-00 

475*00 

June 1 

Cash A/c 

Bad debts A/c 

To B’s A/c -. 

Dr. 

Dr. 

237-50 

237-50 

475-00 


Problem. 14, Journalise^the following transactions in the books 

of A: 

n ^^ e P tance to B for Rs. 500 retired before due date, rebate 

allowed Rs. 10. 5 

3 C’s a cceptanceUor5;Rs,400 renewed for a further period of 

4 months, with Rs. 5 as interest. - 
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(c) B/P drawn by D for Rs 809 renewed for 3 months by paying 
Rs. 200 in cash and accepting another bill for Rs. 609 including interest. 

( d) E’s acceptance, endorsed in favour of F dishonoured. F paid 
Rs. 10 as noting charges. Paid F by cheque and accepted from E another 
bill for the amount due plus interest-Rs. 15. 

(e) Due to lack of instructions over P/N in favour of H returned 
unpaid by Bank for Rs. 500. H claimed Rs. 510 which was paid by 
cheque. 

( f ) BUI for Rs. 5,000 accepted by K. was endorsed agaiast another 
B/P due for payment for the same sum. 

U.IB. Part I, May 1973 ) 

Solution : 


JOURNAL ENTRIES IN THE BOOKS OF A 


St. 

Particulars L.F. 

, Debit 
Amount . 

Credit 

Amount 



Rs. 

Rs. 

M 

Bills Payable A/c Dr. 

To Cash A/c 

To Rebate A/c 

500 

490 

10 


(Being our acceptance in favour of 

B retired before due date, at a 
rebate of 2%) 




(ft) C’s A/c Dr. 

To Bills Receivable A/c 
(Being C’s accptance cancelled for 
its renewal) 


C’s A/c Dr. 

To Interest A/c 

(Being the amount of interest 
receivable from C on account of 
the renwal of a bill for Rs. 400 for 
a period of 4 months) 


Bills Receivable A/c Dr. 

To C’s A/c 

(Being a new bill accepted by C 
for a period of 3 months for the 
balance due inclusive of interest 
for the period) 


400 


400 


5 


5 


405 


405 
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(c) Bills Payable A/c 
■ - ToD’s A/c 

(Being the acceptance in favour of 
.. D cancelled for renewal) 


Interest A/c . Dr. 

To D’s A/c 

(Being the amount of intetest pay-, 
able due for a-period °f 3 months 
on Rs. 600, the balance due) 


D’s A/c Dr. 

To Cash A/c 
To Bills Payable A/c 

(Being the amount due to D set- 
tled partly by paying cash and 
partly by accepting a new bill for 
a period of 3 months) 


800 


800- 


y 


9 


200 

609 


( d ) Note. As the amount of the bill is not given in the question, 
it is assumed that the original acceptance was for Rs. 1,000; 


E’s.A/c Dr. 

To Fs A/c 

(Being dishonour of ,E’s ; acceptance, 
which was endorsed to F, amount- 
ing to Rs. 1,000. F paid Rs. 10 to- 
wards noting charges which are 
recoverable from E) 


F’s A/c Dr. 

To Bank A/c 

(Being amount due to F paid by 
cheque) 


E’s A/c Dr. 

To Interest A/c 

(Being amount of Interest receivable 
from E) 


Rs. Rs. 

1,010 

1,010 


1,010 

1,010 


J5 , 

15 
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Bills Receivable A/c Dr. 1,025 

To E’s A/c 1,025 

(Being the new bill accepted by E 
in lieu of the old bill,, including not* 
ihg charges and interest for the 
renewal period) 


(e) ' Bills Payable A/c- Dr: 

To H*s A/c 

(Being our Promissory Note drawn 
in favour of H returned by the Bank 
due to lack of proper instructionsjo 
them) 


Interest A/c Dr. 

To H’s A/c 

(Being amount of interest payable 
to H) 

Note. It is assumed that the excess 
amount charged by. H- is due to 
interest. This may also be taken as 
the Noting Charges, in which case 
the amount of Rs. 10 will be debited 
to the Noting Charges Account and 
credited to H. 


500 


500 - 


10 


10 


H’s A/c Dr. 

To Bank A/c 

(Being the amount due to H paid by 
cheque) 


510, 


510 


(f,) Bills Payable A/c Dr. 

To Bills Receivable A/c 
(Being the bill receivable accepted 
by K, endorsed against another Bill 
Payable due for payment for the 
same amount) 


Problem 15. On 1st October 1969, A dre)v a bill .on B for Rs. 500 
and B drew, a Bill on A for a similar amount, both the bills for a term of 
3 months. Both the bills were discounted af the Bank'. The Bank charged 
Rs. 8 for discount. On the due date B met his bill. A, however, notified 
B of his inability to meet the bill and B, therefore, had to take it up. A 
paid B Rs. 2C0 on 3rd January 1970 and accepted another bill, drawn .by- 
B at two months’ date for Rs. 307 including interest. , Tlp$ acceptance 
having been met by A on the due date. 

Pass journal entries in the books of both the parties. 

(I.JJJ. Part I,. May 1970) 


5,00tf r 


5,000 
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Solution : 
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JOURNAL ENTRIES IN THE BOOKS OF A 


Date 

Particulars 

/ 

L.F. 

Debit 

Amount 

Credit 

Amount 

\ 

1969 



Rs. 

Rs. 

Oct. 1 

Bills Receivable A/c 

Dr., 

500 



To B’s A/c 



500 

* 

(Being the amount of the bill accept- 




ed by B for a period of 
due on Jan. 4, 1970) 

3 months 



Oct. 1 

B’s A/c 

Dr. 

500 



To Bills Payable A/c 

- 


500 


(Being the bill drawn by B accepted 
for a period of 3 months due on 4th 




Jan., 1970) 




Oct. 1 

Bank A/c 

Dr. 

492 



Discount A/c 

Dr. 

8 



To Bills Receivable A/c 



500 


(Being B’s acceptance got 
from the Bank) 

discounted 



1970 





Jan. 3 

Bills Payable A/c 

Dr. 

500 



To B’s A/c 



500 


(Being unable to meet the 
on due date, therefore 
dishonoured) 

acceptance 
the B/P is 



Jan.53 

B’s A/c 

Dr. 

200 



To Cash A/c 



200 


(Being part of the amount due paid in 
cash) 


Jan. 3 

Interest A/c 

Dr. 

7 



To B’s A/c 



7 


(Being interest on the balance due 
charged by B for a period of 2 months) 
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1970 

Jan. 3 B’s A/c Dr. 307 

To Bills Payable A/c 307 

(Being a new bill drawn by B for the 
balance amount, including interest, 
accepted for a period of 2 months due 
on 6th March 1970) 


Mar. 6 

Bills Payable A/c Dr. 

To Cash A/c 

(Being the payment of the bill on due 
date) 

307 

307 

JOURNAL ENTRIES IN THE BOOKS OF B 

Date 

Particulars 

L.F. 

Debit 

Credit 




Amount 

Amount 

1969 



Rs. 1 

Rs. 

Oct. I 

A’s A/c 

Drl 

500 



To Bills Pajable A/c. 



500 


(Being the bill drawn by A accepted 




for a period of 3 months. 

due on 4th 




Jan., 1970) 




Oct. 1 

Bills Receivable A/c 

Dr. 

500 



To A’s A/c 



500 


(Being the amount of the bill accepted 




by A for a period of 3 months due on 




Jan. 4, 1970) 




Oct. 1 

Bank A/c 

Dr. 

492 



Discount A/c 

Dr. 

8 



To Bills Receivable A/c 



500 


(Being A’s acceptance got discounted 




from the Bank) 




1970 





Jan. 3 

A’s A/c 

Dr. 

500 

- 


To Bank A/c 



500 


(Being the bill accepted by A and got 




discounted from Bank, dishonoured) 



Jan. 3 

Cash A/c 

Dr. 

200 



To A’s A/c 



200 


(Being part amount received from A 




on account) 
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1970 

Jan. 3 A’s A/c D r * 

To Interest A/c 

(Being interest . on the balance due 
charged from A for a period of 2 
months) 


Jan. 3 Bills Receivable A/c Dr. 

To A’s A/c 

(Being a new bill for the amount due 
including interest accepted by A for 
a period of 2 months due on 6th 
March, 1970) 


Jan. 4 Bills Payable A/c Dr. 

To Bank A/c 

(Being the payment of the bill accepted 
on maturity) 

Mar. 6 Cash A/c Dr. 

To Bills Receivable A/c 
(Being the bill accepted by A retained 
and met by him on maturity) 

Problem 16. X draws a bill for Rs. 1,500 and Y accepts the same 
for the mutual accommodation of both of them to the extent of X 2/3rd- 
and Yl/3rd. X discounts the same for Rs. 1,410 and remits l/3rd of the 
proceeds to Y. Before the due date, Yc draws another bill for Rs. 2,100 
on X in order to provide funds to meet; the. first bill. The second bill is 
discounted for Rs. 2,040 with the help of which the first bill is met and 
Rs. 360 are remitted to X. Before the due date of the second bill, X 
becomes bankrupt and Y receives a dividend of 50 p. in the rupee in full) 
satisfaction. 

Pass the necessary journal entries (with full narration) in the books 

of Y. 

(I.I.B; Pari /, April 1980 ) 

Solution : 

JOURNAL ENTRIES IN THE BOOKS OF Y 

SI Particulars L, Debit Credit 

F. Amount Amount 


I. X'sA/c. Dr. 

To Bills Payable A/c 

(Being the bill drawn by X accepted 
for the mutual accommodation) 


Rs. Rs. 
1,500, 

1,500 


BILLS OF EXCHANGE 


7 

■ 7 


307 

307 


500 

5C0 


307 

307 



BILLS OF-EX CHANGE , 


2. Bank A/c Dr. 

Discount A/c Dr. 

To X*s A/c 

(Being receipt of l/3rd of the proceeds 
of the bill accepted alongwith the pro- 
portionate share in the discount The 
bill amounting to Rs. 1,500 is got dis- 
counted by X for Rs 1,410) 

3. . Bills Receivable A/c Dr 

To X*s A/c 

(Being the bill drawn on X received 
duly accepted by him. The amount is 
required to provide funds to meet the 
first bill) 

4 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable A/c 
(Being the bill got discounted from the 
Bank) 


5. Bills Payable A/c Dr. 

To Bank A/c 

(Being the acceptance of the bill met 
on the due date) 


6. X’s A/c Dr. 

To Bank A/c - 
To Discount A/c 

(Being 2/3rd.proceedspf the second bill, 
f,e„ Rs, 1,400 sent to X after adjusting 
his share of Rs. 1,000 of the first bill. 

■ The proportionate share of discount 
(2/3rd of Rs. 60) is also deducted] 


7. X’s A/c Dr. 

To Bank A/c 

(Being the second bill duly accepted 
by X, dishonoured on his adjudicated 
as bankrupt. As the bill was already 
got discounted from the Bank, the 
amount has been credited in the Bank 
account) 


5‘3t 

470 

30 

500 


2,100 - 
2,100 


2,040 

60 

2,100 


1,500 

1,500 


400 - 

360, 

40 


2,100 

2, ICO 
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BILLS OF EXCHANGE 


Bank A/c ^ r * 

Bad debts A/c ■ Dr. 

To X’s A/c 

(Being the receipt of 50 paise in the 
rupee of the amount due from X’s 
private estate on his becoming insol- 
vent. The irrecoverable amount due is 


700 

700 


1,400 



written off as bad debts) 




Workings : 
•Calculation of amount 

Dr. 

due from X: 

X’s ACCOUNT 

Cr. 

SI. 

Particulars 

Amount 

Rs. 

SI. 

Particulars 

Amount 

Rs. 

1 . 

To Bills Payable 

1,500 

2. 

By Bank A|c 

470 

6. 

To Bank 

360 


By Discount A/c 

30 


To Discount 

40 

3. 

By Bills Receivable 

‘ 2,100 

7. 

To Bank 

2,100 

4,000 

4. 

By Balance: 

50% received 7C0 
50% Bad debts 7C0 

1,400 

4,000 


Problem 17. Lalji draws a 

bill for Rs. 4, .‘00 on Palji 

on 2nd 


January 1980 for 3 months. Lai j i gets it discounted with the Bank for 
Rs. 4,410; and on 3rd January remits one-third of the amount to Pal j i , 
which Palji receives on 5th January. On the due date, Lalji fails to remit 
amount due to Palji ; but he accepts a bill for Rs, 6,300 for 3 months 
iich Palji discounts for Rs. 6,165 and remits Rs. 1,110 to Lalji. Before 
< e maturity of the renewed bill, Lalji becomes insolvent and only 50% 
was realised from his estate on July 10. Pass Journal entries, with full 
•narration, in the books of Lalji. 

(I.I.B. Part /, October 1980) 
JOURNAL ENTRIES IN THE BOOKS OF LALJI 


Date 


Particulars 


L. Debit Credit 

F. Amount Amount 


1980 
Jan. 2 


Bills Receivable A/c Dr. 

To Palji’s A/c 

(Being bill drawn on and accepted by 
Palji) 


Rs. 

4,500 


Rs, 


4,500 
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1980 

Jan. 2 Bank A/c . Dr. 

Discount A/c 
To BiJ/s Receivable Afc 
(Being the bill got discounted from the 
bank, the charges being Rs. 90) 


Jan. 3 . Palji’s A/c Dr. 

To Bank A/c 
To Discount A/c 

(Being f /3rd of the proceeds of the bill 
remitted to Palji a to n gw it h. pro- 
portionate share in the discount) 


4,4 tO 
90 


4,500 


1,500 


1,470 

30 


April 5 Palji’s A/c Dr. 6,300 

To Bills Payable A/c 6,300 

(Being bill drawn by Palji accepted 
by us) 

Note: A sum of Rs. 3,000 is to be paid by Lalji to Palji to enable 
him to honour the bill on due date. But he fails to remit the amount and 
accepts a bill for Rs. 6,300. 


April 5 Bank A/c Dr. 1,110 

Discount A/c Dr. 90 

To Palji’s A/c 1,200 

(Being Palji got the bill discounted 
from the Bank at a discount of Rs. 135 
and remitted 2/Jrd of the proceeds 
after adjusting their old dues) 


Note 2. 



2/3rd of the value & the bill 
of Rs. 6,300 

Rs. 

4,200 


Less : Amount payable to 
Palji as per Note 1 

3,000 


2/3rd of the discounting charges 
of Rs. 135 

1,200 

90 



Net remittance received 1,110 


July 8 Bills Payable A/c Dr. 6,300 

To Paiji’s A/c 6,300 

(Being the bill accepted by Lalji dis- 
honoured on his being adjudicated 
insolsent) 
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1980 

July 10 Palji’s A/c Dr.. 

To Cash A/c 
To Unpaid A/c 

(Being 50% of the amount due to 
Palji is paid by the official receiver of 
Lalji from his private estate! 


4,200 


2,100 

2,100 


Note 3. The position pf Palji’s account in the books of Lalji’s cm 
he ascertained by prepairing their account as under : 


Dr. 

PALJI’s ACCOUNT 


Cr. 

Date 

Particulars Amount 

Date 

Particulars 

Amoun t 

1980 

Rs. 

1980 


Rs. 

-Jan. 3 

To Bank A/c 1,470 

To Discount A/c 30 

Jan. 2 

By Bills Receiv- 
able A/c 

4,500 

Apr. 5 

To Bills Payable A/c 6,300 

Apr. 5 

By Bank A/c 

1,110 

July 10 

to Cash A/c (50% 
of the balancing 
figure) 2,100 

July 8 

By Discount A/c 
By Bills Payable 
A/c 

90 

6,300 


To Unpaid A/c (50% 
of the balancing 
figure), ' 2,100 





12,000 



12,000 





~ rr z 


Problem 18. On 1st January 1974 Mr. Ajay for mutual 
accommodation of himself and his friend, Mr. Asit drew on the latter a 
bill for Rs. 10,000 payable at 3 months date. The bill was discounted 
with Bank of India at 12% per annum and 50% of proceeds were 
remitted to Mr. Asit. 

On 3rd January 1974 Mr. Asit drew a bill on Mr. Ajay for 
Rs. 16,000 payable at 3 months date. The bill was discounted with Bank 
of Baroda at 10% and 50% of the proceeds were remitted to Mr. Ajay. 
Mr. Asit became insolvent on 28th February 1974, and only 40% could 
be recovered from his estate. . • 

Write the journal entries with proper narration and prepare the 
• ledger account of Mr. Asit in the books of Mr. Ajay. 

( I-I.B . Part I, November 1975) 


BltLS OP EXCHANGE 
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JOURNAL ENTRIES IN THE BOOKS OF AJAY 


L F. Debit Credit 

Amount Amount 


Jan. I Bills Receivable A/c Dr. 

To Asit’s A/c 

'(Being the bill drawo on Asit received 
duly accepted by him for a period of 
3 months, due on 4ih April, 1974 j 

Jan. I Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable A/c 
(Being the bill got "discounted from 
the'Bank of India @ 12% p.a, for a 
period of 3 months) 

Jan. g Asit’s A/c Dr. 

To Bank A/c 

To Discount A/c . 

(Being 50% proceeds' seat to Asit and 
the proportionate share of discount 
'charged from him) 

Jan. 3 C Asit’s A/c Dr. 

To Bills Payable A/c 
(Being bill drawn by Asit accepted for 
a period of 3 months due on 6-4-1974) 

Jan. 3 [[Bank A/c Dr. 

Discount A/c Dr. 

To Asit 

(Being receipt of 50% of the proceeds 
of the bill accepted alongwith the 
'proportionate share in the discount 

(§) 10% p.a. for a period of 3 months) 


Note. It is assumed that the bill was discounted with Bank 
of Baroda at 10% p.a. and not at 10% as given. 
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1980 
July 10 

Palji’s A/c Dr. 

To Cash A ./c 

To Unpaid A/c 

(Being 50% of the amount due to 
Palji is paid by the official receiver of . 
La iji from his private estatel 

4,200 

2,100 

2,100 


Note 3. The position of Palji’s account in the books of Lalji’s cm 
he ascertained by prepairing their account as under : 

Dr. 

PALJl’s ACCOUNT 


Cr. 

Date 

Particulars Amount 

Date 

Particulars 

Amoun t 

1980 

Rs. 

1980 

, 

Rs. 

-Jan. 3 

To Bank A/c 1,470 

To Discount A/c 30 

Jan. 2 

By Bills Receiv- 
able A/c 

4,500 

Apr. 5 

To Bills Payable A/c 6,300 

Apr. 5 

By Bank A/c 

1,110 

July 10 

To Cash A/c (50% 
of the balancing 
figure) 2,100 

To Unpaid A/c (50% 
of the balancing 
figure) ' 2,100 

July S 

By Discount A/c 
By Bills Payable 
A/c 

90 

6,300 


12,000 



12,000 


Problem 18. On 1st January 1974 Mr. Ajay for mutual 
accommodation of himself and his' friend, Mr. Asit drew on the .latter a 
bill for Rs. 10,000 payable at 3 months date. The bill was discounted 
with Bank of India at 12% per annum and 50% of proceeds were 
remitted to Mr. Asit. 

On 3rd January 1974 Mr. Asit drew a bill on Mr. Ajay for 
Rs. 16,000 payable at 3 months date. The bill was discounted with Bank 
■of Baroda at 10% and 50% of the proceeds were remitted to Mr. Ajay. 
Mr. Asit became insolvent on 28th February 1974, and only 40% could 
be recovered from his estate. - 

Write the journal entries with proper narration and prepare the 
ledger account of Mr. Asit in the books of Mr, Ajay. 

{I -I.B. Part /, November 1 975) 
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Solution: 

journal entries in the books of ajay 

Date Particulars L.F. ’ Debit Credit 

Amount Amount 


1974 

Jan. I Bills Receivable A/c Dr. 

To AsiTs A/c 

'(Being the bill drawn on Asit received 
duly accepted by him for a period of 
3 months, due on 4ib April, 1974; 


- Jan. 1 Bank A/c Dr. 

Discount A/c Dr. 

To Bills Receivable A/c 
(Being the bill got "discounted from 
the'Bank of .India @ 12% p.a. for ‘a 
period of 3 months) 


Jan. 1 Asit*s A/c Dr. 

To Bank A/c 
To Discount A/c 

(Being 50% proceeds' seat to Asit and 
the proportionate share of discount 
charged from him) 

Jan. 3 f Asit’s A/c Dr. 

To Bills Payable A/c 
(Being bill drawn by Asit accepted for 
a pend'd of 3 months due on b-4'1974) 


Jan. 3 [LBank A/c Dr. 

Discount A/c Dr. 

To Asit 

(Being receipt of 50% of the pioceeds 
of the bill accepted alongwith the 
'proportionate share in the discount 
@ 10% p.a. for a period of 3 months) 


Rs. Rs. 

10,000 

10,000 


9,700 

300 

10,000 


5,000 

4,55: 

is: 


Note. It is assumed that the bill was £s e~~: - 
• of fi 2 roda at 10% p .a. and not at 10% as sr*=i. 
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1974 

Feb. 28 Asit’s A/c - Dr. 

To. Bank A/c 

(Being the bill dated 1st Jan. 1974 
duly accepted by Asit dishonoured on 
his adjudicated as insolvent. As the 
bills was already discounted from the 
bank, the amount has been credited in 
the Bank of India account) 


Feb. 28 Bank A/c Dr. 

Bad Debts A/c Dr. 

To Asit 

(Being the receipt of 40% of the 
amount due from his private estate on 
his becoming insolvent. The irrecover*. 
able 60% of amount due is written off 
as bad debts) 


10,000 

10,000 


5,200 

7,800 

13,000 


April 6 

Bills Payable A/c Dr. . 16,000 

To Bank A/c 

(Being our acceptance met on the due 
date) 

16,000 

In the Ledger of Mr. Ajay : 

J)r. ASIT’s ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars Amount 

1974 


Rs. 

1974 

Rs. 

Jan. 1 

To Bank A/c 

4,850 

Jan. 1 By B/R A/c 

10,000 


To Discount A/c 

150 

Jan. 3 By Bank A/c 

7,800 

Jan. 3 

To Bills Payable 

16,000 

By Discount A/c 

200 

Feb. 28 

To Bank A/c 

10,000 

Fhb. 28 By Bank A/c 

5,200 




By Bad debts A/c 

7,800 



31,000 

' 

31,000 



_ = = 




problem 19. The following bills arc drawn and duly accepted : 

No. 1. A. Bannerjcc, 1st July 19. ..for Rs. 150 at one month payable 
at Central Bank. 1 J 


, r> Ram ’ *^th July 19... for Rs. 560 at three months payable 

at Bank of India. J 

payabk 0 a i Uoydsfa 0 „‘r ,2nd «... for Rs. 738 a. three months 



BIlLS of exchange 
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No. 4. W. Dawn, 12th September 19..;for Rs. 2,000 at six months 

payable at Mercantile Bank. - * 

BiU No. 1 was'duly n ~ '* ’’ 550 and' 

was duly met. Bill No. 3 *• 400 on 

6th November and accepts * e balance 

including Rs. 70 for Interest aQd Rs. 25 for expenses. . s - ; • 

Bill No. 4 was an accomodation bill and was discounted for 
Rs. 1,800, the proceeds being equally divided between the drawer and 
Mr. Dawn. On due date the bill was duly met when Mr. Dawn Paid his ^ 
share of the bill. ’ " ' " ' ~ ~ 

Show the necessary entries in the books of the drawer, in Cash Book ' 
and Bill Receivable, Discount and Interest accounts. 

(LIM. Part /, November 1974) 
Solution: _ 

In the Books of the Drawer 

. . ENTRIES IN THE CASH BOOK . , .. . 


Dr. (Showing both Cash and Bank' items) Cr. 


Date Particulars Amount 

Date Particulars 

Amount 

19... Rs. 

19... 

Rs. 

Jul. 13 TO B/R (No. 2) A/c 550 

Sept. 12 By W. Dawn 

900 

Aug. 4 To B/R (No. I) A/c 150 

Nov. 6 By R. Pcsbolan 

25 

Sep. 12 To B/R (No. 4) A/c 1.800 



Nov. 6 ToR. Peshotan 400 



19.. 

19 .. . ' ( 


Feb. 8 To B/R (No. 5) A/c 433 

Mar. 15 By VVVDaw'q - 

2,000 

Mar. 15 To W. Dawn 1,000 

/ - t! ' - . 


Dr - BILLS RECEIVABLE ACCOUNT - ‘ 

Cr. 

Dale Particulars Amount 

Date Particulars' 

Amount 


19... Rs. 

July 13 By Bank A/c 550 

By Discount A/c • ...10 

Aug. 4 By Bank A/c' “ ' 150 

Sept. 12 By Bank A/c • 1,800 

By DiscountA/c 200 

Nov. 5 By R. PeshQtan ,f Z ' .738'. 
19... , ’V , . 

Feb. 9 By Cash A/c'J _ 433 

>’ ' *. : 3,€Si : 


July 1 To A. Banneriee 
July 13 To D. Ram 
Aug. 2 To R. Peshotan 
Sept. 12 To IV. Dawn 
Nov. 6 To R. Peshotan 


Rs. 

150 

560 

738 

2,000 

433 


3,881 


P.S.B.R. 5*83 — J4, 
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Dr. DISCOUNT- 

ACCOUNT; 

Cr. 

Date Particulars Amount 

Date Particulars 

Amount 

19.’.. Rsj ; 

T9 A. - . ■ ; 

Rs. 

July T 3 To B/R C( (Nb. ; 2) A/c * 10. 
Sept.. 12 To B/R (No/4) A‘/c. 200. 

Sept; . 12 By W. Dawn . 

100 

Dr, INTEREST ACCOUNT 

... Cr.: • 

19... Rs. 

19... . . ' 

Rs. 


Nov: 6 : By R. Peshotrin 

70 


Wd*khig,'Not«§s.\ . 

The Journal Entries for the above-noted transactions will be . passed 
as under: • 41 ’ : 


JOURNAL ENTRIES' IN THE - BOOKS ' OF THE DRAWER 


Date.- 

rPdrUciddrs 

L:F. 

Debit 
Amount ' 

Credit 

Amount 

i9.:. 



Rs... 

t , Rs. 

July 1 

Bills Receivable (No. i) '.A/c 

Dr. 

150 



To A. Bannerjee 



1.50 

July 13 

Bills Receivable (No. 2) A/c 

Dr. 

560' 

. : 


To D. Ram 

> 


560 

July 13 

Bank A/c 

Dr. 

550' 



Discount A/c - 

Dr; 

io- 



To Bills’ Receivable (Nor2) A/c 


560 

Aug. - 2- 

Bills- Receivable (No-. • 3) A/c - 

Dr.- 

738- 



To R. Peshotan 

— - 

• 


738 

Aug. 4 

Bank A/c;.' 

Dr. 

150 



To' Bills Receivable (No. 1) A/c 


150 

Sept. 12 

Bills-ReCeivable.’(No. 4)-A/c 

Dr. 

2,000 . 



To W. Dawn . 



2,000 

Sept.tl2 

Bank A/c 

Dr. 

1,800 



Discount A/c 

Dr. 

'200 



To BiiIs-Receivable (No;-4) A/c 


2,000- 
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19.;. 

Sept. 12 W. Dawn 

To Bank A/c 

To Discount, A/c 

Dr.- 

;Rs.'. 
1.0C0 : 

• , Rs. 

900 

100 

Nov. 5 ' R. Peshotan 

To Bills Receivable (No.‘3) A/c 

Dr;- 

738 

738 

Nov. 6 Cash l A/c* 

t .To R: Pc^hotan r .. 

Dr.- 

400 

400 

Nov. 6 R. Peshotan ' > 

• ;To Cash A/c (Expenses) * . , 
To Interest A/c * " 

T>r5- '* 

■ 95 

. 25 
70 

Nov. 6 ( Bills Receivable (No. 5) A/c 

5 , .To R- Peshotan* 5 '** * ' 

Dr. 

S IvO /> t 

433 

7> ~ - 

1 433 

19-* - ; . • ■ • C f/s 

Feb; 9 , -,Cash A/c - . ■ ~Df. 

‘-To-Bnis 1 - Receivable- (No.- '5) A/c ' 

* • , Note : lt is assumed thatB/R,No. 5 • . - - 

• is retained and.met on maturity j 

' 433 

433 

Mar. 15 Cash A/c 

To W. Dawn 

Dr/ : 

: 1,000 

■1.000 

Mar. 15 W. Dawn 

To Bank A/c 

Drl 

2,000 

2,000 


Problem 10 : From the following; particulars of ’Mr. Ram & Co., 
show the entries in the Ledger Form upto'-30th September* 1980 

(o) Cash Book (6) Bills Receivable -Account ' (c) Bills Payable 
Account. 

The Debtors and Creditors on 30th June-1980 in Ihfc books of Ram 
& Co. were as under : — 


Debtors 

Rs. 

Creditor's . 

Rs. 


450 

G.'Gctbe" 

500 

B. Bchram 

7E7 

H.- Holme*? 

€20. 

C. Corrimji 

1,225 . 

Company i 

985 


2,100 

J. Jack 

1,750 


1,500 

Kl Rami nf* 

1,800 

F. Iyer 

975 

U Mehta- 

727 t 




5*4 0 


BILLS OF EX. HA.NGE 

TJic Bank Balance on 30th June 1980 was Rs. 4,320. All acceptances 
of Ram & Co. were made .payable at their bankers, the Bank of Baroda:-- 

1980 

July 2 Drew on A. Ahmed Bill No. 1 at one month after date 
for Rs. 430 allowing them discount Rs, 20, payable at 
State Bank of Patiala. 

July 4 Received acceptance from B. Bekram for Rs. 500 at 2 
, months date payable at Bank of India, Bill No. 2. 

July 6 Accepted H. Holmes draft of the 2nd instant at 2 months 
date for Rs. 600 in full settlement of account, in favour 
of Harkins & Co., Bill No. 101.' 

July 3 Bills Receivable No. I was discounted for Rs. 420. 

July 5 Discounted B. Bchram acceptance with our Bankers receiv- 
ing Rs. 480. 

July 7 Cave G. Godsc our acceptance at one month’s date for 
Rs. 500 in favour of Vinayak, Bros., Bill No. 102. 

July 8 Received D. Dawn acceptance of our draft at three 
months date for Rs. 2,075 in full settlement of their 
account payable at Bank of Baroda, Bill No. 3. 

July 10 C. Corrimji forwarded us X’s acceptance to them for 
Rs. 1,225 payable at the Union Bank This bill was 
accepted on 15th June and drawn at 2 months-date, Bill 
No. 4. 

' inly 15 Received J. Jack’s draft on us for 13th instant at 2 months 
date in favour of R & Co. for Rs. 1,700; discount allowed 
! Rs, 50. Returned same duly accepted. Bill No. 103. 

July 16 Returned duly accepted I. & Company draft for Rs. 970 
in full settlement of.-their account at 2 months date in 
favour of Blancc & Co. Bill No. 104. 

Ally 19 K, Rani .in forwarded, us their draft dated 1 7th instant for 
Rs. 1,800 in favour of White & Co. at three months date 
, for our. acceptance. . Returned same accepted. Bill No. 
105. ' 

July 20 Received from E, Rao acceptance of our two drafts payab-e 
at the Central Bank of India at 2 months date for Rs. 800 
and Rs. 700 respectively.. Bill No. 5 and 6. 

July 21 Endorsed over E. Rao acceptance for Rs. 700 in favour of 
L, Mehta in Full settlement of their account. 

July 25 Received^ from F. Tver, R A Co’s acceptance to him for 
Rs. 600 at orc month's date payable at the State Bank of 
•— India. - Bill drawn on 20;h July.' Bill No. 1 .- 
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BILLS OF EXCHAKGB 


Workings: 

JOURNAL ENTRIES IN THE BOOKS OF..RAM & CO. 

Date Particulars L.F. Debit Credit 

Amount Amount 


1980 

July 2 Bill Receivable (No. 1) A/c Dr. 

Discount A/c Dr._ 

To A. Ahmed 

(Being bill accepted by A. Ahmed for 
Rs. 430 in full settlement of our claim 
from him for Rs. 450. The bill is 
payable at State Bank of Patiala and is 
due on 5.8.1980) 


July 3 Bank A/c _ Dr. 

Discount A/c Dr. 

To Bill Receivable (No. 1) A/c 

(Being bill accepted by A. Ahmed for 
Rs. 430 and due on 5.8.1980 got dis- 
counted from our bank at a discount 
ofRs.10.) 


July 4 Bill Receivable (No. 2) A/c Dr. 

To B. Behram 

(Being bill accepted by B. Behram as a 
part payment of our claim from him 
for Rs. 787. The bill is payable at 
Bank of India and is due on 7.9.1980) 


uly 5 Bank A/c Dr. 

Discount A/c 

To Bill Receivable (No. 2) A/c 

(Being bill aceepted by B. Behram for 
Rs. 500 and due on 7.9.1980 got dis- 
counted from our bank at a discount 
of Rs. 20) 


July 6 H. Holmes Dr. 

To Bill Payable (No. 101) A/c 
To Discount A/c 

(Being bill drawn on us by H. Holmes 
for Rs. 600 in full settlement of his 
claim on us for Rs. 620 accepted. The 
bill is drawn in favour of Haridas 
& Co. and is due on 5.9.1980.) 


Rs. Rs. 

430 

20 

450 


420 

10 

430 


500 

500 


480 

20 

500 


600 

20 
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July 7 


July 8 


July 10 


July] 15 


July 16 


G. Godsc Dr. 

To Bill Payable (No.? 102) A/c 

(Being bill drawn on us by G. Godse 
for R$. 500 against his clairn for the 
same amount. The bill is 'drawn in 
favour of Vinayak Bros, and is due on 
10 8.1980) 


Bill Receivable (No. 3) A/c - Dr. 
Discount A/c Dr. 

To D. Dawn 

(Being bill accepted by D. Dawn for 
Rs. 2.075 in full settlement of ou/rJjim 
from him for Rs. 2,100. The bill is 
payable at Bank of Baroda and is due 
on 11.10.1980) 


Bill Receivable (No. 4) A/c Dr. 

To C. Corrimji 

(Being bill accepted by X in favour of 
C. Corrimji, endorsed by him jo us m 
settlement of our claim for the same 
amount The bill is payable :jt Union 
Bank and is due on 18.8.1980) 


J. Jack Dr. 

To Bill Payable (No. 103) A/c 
To Discount A/c 

(Being bill drawn on us by J. lack for 
Rs. 1,700 in full settlement of his claim 
on us for Rs. 1,750, accepted. The bill 
is drawn in favour of R. & Co. and is 
due on 16.9.1980) 


I & Co. Dr. 

To Bill Payable (No. 104) A/c 
To Discount A/c 

(Being bill drawn on us by 1 St. co. for 
Rs. 970 in full settlement of their 
claim on us for Rs. 985, accepted. The 
bill in drawn is favour of fllance & 
Co. and is due on 19.9.1980) 


5*45 

500 

500 


2,075 

25 

2,100 


1,225 

1,225 


1,750 


1700 

50 


970 

15 
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July 19 'K. Raman Dr . 

_ To Bill Payable (No. 105) A/c 

(Being bill drawn on us by K. Raman 
for Rs. 1,800 against bis claim .for the 
same amount. The bill is drawn in 
favour of write & Co. and is due on 
20.10.1980) 


July 20 Bill Receivable (No. 5) A/c Dr. 

Bill Receivable (No. 6) A/c Dr. 

To E. Rao 

(Being our two bills accepted by 
E. Rao for Rs.-.8C0. and- Rs. 700 in 
settlement of our claim for the same 
amount. Both the bills are payable at 
Central Bank of India and are due on 
23.9.1980) 


July 21 L. Mehta Dr. 

To Bill Receivable (No. '6) A/c 
To Discount A/c 

(Being B/R No. 6 duly accepted by 
E. Rao endorsed to L. Mehta.- The 
said bill is for - Rs. 700 which is given 
in full settlement .of his claim for 
Rs. 727. Bill is due on 23.9. 1980) 


1,800 

1,800 


800 

700 

1,500 


700 

27 


July 25 Bill Receivable (No. 7) A/c Dr. 

To F. Iyer 

(Being bill accepted by R & co. in 
favour of F. Iyer, endorsed by him as 
a part payment of our claim from him 
for Rs. 975. The bill in payable at 
Bank of India and is due on 23.8.1980) 


Note i The due dates of. .individual 
bills for the month of Aug. & 
Sep, 1980<will be as under; 

For the Month of August 1980 

B[R B/P Due on Remarks 
No. No. 

1 5.8.80 Discounted 

102 10.8.80 Paid 

4 18.8.80 Dishonoured 

7 23.8.80 Collected < 


600 


600. 



BILLS Of EXCHANGB 


5-47 


For the month of Sept. 1980 


m 

BfP 

Due on 

Remarks 

No. 

2 

No. 

7.9.80 

Discounted 


101 

5.9.80 

Paid 


103 

16.9.80 

Paid 


104 

19,9.80 

Renewed on 

$ 


23.9.80 

17.9.80 

Dishonoured 

6 


23A80 

Endorsed but 


dishonoured 

B/R No. 3 and B/P No: 105 and 106 
are due after 30.9.19S0. 


Aug. 10 

Bill Payable (No. 102) A/c 

To Bank A/c 

Dr. 

500 

500 


(Being bill drawn by G. Godse met by 
our bankers) -- - 



Auc. 18 

C Corrimji 

To Bill Receivable (No. 4) A/c 

Dr. 

. 1,225 

1,225 


(Being bill endorsed by C. Corrimji 
dishonoured) 


Aug. 23 

Bank A/c ' Dr. 

To Bill Receivable (No. 7) A/c 
(Being bill endorsed by F. Iyer Collec- 
ted by us) 

600 

6C0 

Sep. 5 

Bill Payable (No. 101) A/c Dr. 

To Bank A/c 

(Being acceptance given to H, Holmes 
met by our bankers) 

600 

600 

Sep. 16 

Bill Payable (No. 103) A/c Dr. 

To Bank A/c 

(Being acceptance given to J. Jack 
met by our bankers) 

1,700 

1,700 

Se*'. 17 

Bill Payable (No. 104) A/c Dr. 

Interest A/c Dr. 

To 1 & Co. 

(1 & Co were requested to renew our 
acceptance due on 19.9.80 Entry pass- 
ed for dishonour of the old bill and 
amount due for interest. 

970 

30 

1,000 
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Sep. 17 I & Co. Dr. 

- To Bank A/c 

To Bill Payable (No. 106) A/c 
(Being a new bill accpted by.us for the - 
balance payable to I & Co. for 3 
months due on 20.12.80) 


Sept. 23 E. Rao ‘ Dr. 

Discount A/c Dr. 

To Bill Receivable (No. 5) A/c 
To L Mehta 

(Being B/R No. 5 & 6 accepted by E. 
Rao are dishonoured. B/R No. 5 for 
Rs. 800 was retained till maturity, 
while B/R No. 6 was endorsed to our 
creditor L. Mehta for Rs. 700 in 
full setlleinent of his claim for 
Rs. 727) 


1,000 

500 

500 


1,500 

27 

800 

727 


Sept. 30 Discount Allowed A/c Dr. 102 

To Sundry . Parties 

(Being discount allowed as per the 
debit side totals of the discount 
column of cash book) 


Sept. 30 Sundry Parties Dr.. 112 

7o Discount earned A/c 

(Being discount allowed by Sundry 
Parties as per details given on the 
credit side of cash book) 


102 


112 


SETTLEMENT OF INDIVIDUAL ACCOUNTS 


Debtors ( Total Rs. 7,037 ) 

I. A . Ahmed Rs, 450 : 


Received on 2nd July B/R No. I for Rs. 430/- after allowing him 
discount of Rs. 20. The bill is got discounted on 3rd July for 
Rs. 420. 

2. B. Bthram Rs. 787 ; 

Received on 4th July B/R No. 2 for Rs. 500/-. Bill got discounted 
on 5th July for Rs. 480. Balance due from him Rs. 287. 

3, C Corrimji Rs. 1,225 : 

Received on 10th July B/R No. 4 for Rs. 1,225/-. Bill is dis- 

imerS C n t° n I8 ; 8 ' 80 ' Balance due from him Rs. 1,2251- excluding 
interest noting, charges, returning charges etc., if any. 
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4. D. Driven Rs. 2100 : 

B/R No, 3 received from him for Rs. 2,075 after allowing discount 
of Rs. 25. The bills fall due after 30th Sept, and as such represent 
due balance of Bill Receivable A/c. 

5. E. Rao Rs. 1,500. 

' B/R No. 5 and B/R No. 6 for Rs. 800/ arid Rs. 700/ respectively 
received from him. Bills are dishonoured on 23.9 80. Balance due 
from him Rs. 1,500] - excluding .interest, noting charges, returning 
charges, etc. ' ' * 

6. F. Iyer Rs. 975: . ■ ' ' - ' 

B/R No. 7 received from him for Rs. 600. Bill is collected on 

23.8.80. Balance due from him Rs. 375. •* - > 

Note : Debtors outstanding are Rs. 3,387+B/R A/c balance Rs. 2,075+ 

cash received from debtors amount to Rs. 1,500 + discount 
allowed to them Rs. 75=opening bilance of debtors for 
Rs. 7,037. 

Creditors ( Total Rs. 6,382) 

7. G. Godge Rs. 500 : ... . 

B/P No. 102 for Rs. 500 accepted by us and its payment is made on 

10.8.80. 

8.. J{. Holmes Rs. 620: 

B/P No. 101 accepted for Rs.600 /, Rs. 20 discount allowed by 
him. Bill is P»id on 5.9.80, - - ' 


9 : I & Co. Rs. 985: 

B/P No. 104 accepted for Rs. 970, they allowed discount of Rs; 15. 
B/P eot renewed on 17.9.80 by paying Rs. 500 in Cash and 
ipcentine B/P No. 106 for Rs. 500 \Rs. 470 for the balance and 
Rs 30 towards interest payable). This bill is due after 30.9.80 and 
as such included in the balance of B/P A/c. 


10. J. Jock Rs. 1,750 : 

B/P No. 103 accepted for Rs. 1700, he allowed discount of Rs. 50. 
Bill is paid cn 16.9.80. 

11. K. Raman Rs. 1,800: 

B/P No. 105 accepted for Rs. 1,800. Bill is due after 30.9.80 and 
included in the balance of B/P A/c. 


12. L. Mehta Rs. 727: 

On 2Ut July B/R No 106 for Rs. 700 endorsed to him and he 
Slowed nf Rs 27 The s..d B/R .s d.shonoured on 
23 9.80. Balance due to him is Ks. ///. 

„,„.), n din 2 Rs- 727+B/P A/c balance Rs. 2, 300+Cash 
N,te : Cr ?j"'^ s amount to Rs. 3,300 + discount allowed by them 

Rs S5-openb 8 baTince of creditors Rs. 6,332 + Interest pay- 

. abic on renewal of the bill Rs. 30. . • , 
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{ Sectional System of Self-Balancing Legdcrs {Simple Problems Only ) ) 

< > 


SELF-BALANCING LEDGERS 


Problem 1. What do you understand by :the system* of self- 
Balancing : Lcdgers ?• ; . • ,..y ' 

Solution. In the big business firms,; \vhere a. .number of ledgers 
are kept, , jt js not. easy for the- accountant to trace book-keeping errors, 
if the combined balances of till . ..tlie ledgers, are .taken do\\n in, the shape 
of-a trial 'glance.' . In order to reduce to a • minimum the trouble and 
time involved in locating J thd errors, generally tlie'systcm' of Self-Balanc- 
ing or Sectional Balancing of ledgers is employed. ‘ 

For a proper working of the SeIf-Balan6tng'System> generally three 
types o Hedgers are kept : 

: ,(l.) ; •Customers’ :oi! Sales- pi ISbldc vor 'Debtors Ledgers toTkeep the 
accounts of the customers to whom goods are sold on credit.' •. • 

(2) Suppliers or Purchases or Bought or /Creditors. Ledgers con- 
taining the .accounts - of persons from \vhonv:goods are bought on >ctedit. 

(3) General Ledgers to keep all -tuber accounts, ; the .Real and 
Nominal accounts and the Personal accounts which do not relate to 
trade.Debtors and trade Creditors. 

. . In order to .make each -ledger Self-Balancing, the ledger which 
contains debit entries should be provided with a credit entry also and 
vice-versa. To accomplish it, an extra account called ‘General Ledger 
Adjustment Account’ is opened in the Sold and Bought' Ledgers. In the 
General Ledger two adjustment accounts are opened called the Sales 
Ledger Adjustment Account and Bought Ledger Adjustment Account. 
To these adjustment accounts in -each ledger will be posted contra entries 
of those that are already recorded in the same ledger. These contra 
entries will be made in monthly or other periodical "totals. By doing 
this, the double entry of every transaction is recorded in the same 
ledger and, therefore, a separate Trial Balance can be extracted from each 
ledger. 


Self- Balancing of the Sales Ledger 

All Debtors accounts are opened in the Sales Ledger and in order 
to make this ledger Self-Balancing, a General Ledger Adjustment 
Account is opened in this ledger. All entries appearing on the debit side 
of individual Debtors accounts (.Opening- Balance, Sales, B/R dishonoured, 
Interest and expenses charged, etc.) will be shown on the credit side of 
the above -said adjustment account. Similarly, all credit entries of the 
individual Debtors accounts (Cash ; received. Discount allowed. Bills 
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accepted. by 'them, Allowances given. Bad debts .written off; etc.) will 
appear on the debit side of the General Ledger Adjustment Account. 

Simultaneously, a Sales Ledger Adjustment Account is operted in 
the General Ltdgetto make it-Self Balancing. All-entries- appearing on 
the. debit , side of -the individual Debtors accounts are debited ,to this- 
account and all .credit -entrie" 

credited to the Sales Ledger * : * ■ < ■ 

The' Sales Ledger Adjustment * * ■ .■ ■<!■,■ ■ ■■ ;■ i 

sents a summarised Debtors Account. , 

Self Balancing of Bought Ledger 

All Creditors accounts- are -.opened in -the .Bought -Ledgermnd in 
order to make this ledger Self-Balancing, a General • Ledger .’Adjustment- 
Account is opened in the Bought Ledger,. 'All entries appearing xn the 
credit side of the individual* Creditors 'accounts (Opening ’bdlance Pur- 
chase- made. Interest payable; Expenses -payable; Bills' "payable'dis^ 
honoured, etcr) wifi be shown ojythe debit, side of the 1 above-said account. 
Similarly, all debit entries of the individual Creditors -accounts’, (Cash 
r* ! ? D 311, R -*••-— r .'... v ,.j c .... \ 

: - ■ ■<: : : V- .. 



» ; . * . .* ■■■ . . ■ . .. s 1 ■ - s 

accounts' .are; debited ,to' the Bought' Ledger 'Adjustment' Account* (iii 
General ledger),'. The- Bought Ledger 'Adjustment'Accouilt in the General 
Ledger thus represents a summarised Creditors Account. 


Self-Balancing bf the General Ledger • 

, As a result' of the adjustments in the Sales Ledger Ajustmfent 
Account and the Bought 'Ledger Adjustment Account in the . General 
Ledger, the General Ledger is Self-Balanced as regards' the transaction! 
relating to Trade Debtors and Trade' Creditors*. As regards 1 other 
transactions,- no extra adjustment is required, as both the debit and the 
credit in respect of each such transaction must have been made in diffe- 
rent account* in the General Ledger Jtseif. 

Note. When the goods are bought from and sold to the. same 
person; as it does happen sometimes, two separate accounts should be 
opened— one in the Bought Ledger and the other in the Sold -Ledger. 
At the time of settling the account with him, the smaller amount is 
transsferred to the greater. 

Problem 2. Explain briefly the advantages of Self-Balancing 
System. _ . 

{J.I.B. Part /, October. 1971 ) 

Solution: The advantages of this system arc: 

(1) * The accuracy of each ledger can be tested separately/ -Ifit is 
found that there is mistake or error in any one ledger, only that ledger 
and hot the bthers need be checked. 
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(2) It helps towards a speedy detection of errors and thus facili- 

tates preparation of Final Accounts soon after the completion of the 
period. ' r 

(3) If fixes the responsibility of each ledger-keeper, as to the 
balancing of ledgers under his charge, and the man responsible for the 
mistake can be called upon to work overtime to locate it. 

(4) It helps to prevent or detect fraud on the part of those in 

charge of any of the ledger. . 

(5) . The balances of trade Debtors and trade Creditors are readily 
available. 

(6) It enables preparation of interim accounts without personal 

ledgers having to be balanced, and • • ' 

(7) It provides a good method of office control. Efficient clerks 
can be easily distinguished from the inefficient. 

Problem. 3 What is Sectional Balancing ? Distinguish it from 
Self-Balancing Ledger. 

Solution: Under the Sectional Balancing system, the correctness 
of the posting of the Sales and Bought lcgders is checked by, preparing 
Total Debtors and Total Creditors Accounts in the General Ledger. 
The only difference between Self-Balancing ledgers and Sectional Balac- 
ing is that no adjustment accounts, arc prepared in the Sold or Bought: 
Ledgers. These ledgers, therefore, cannot afford a Trial Balance. In the 
General Ledger, .the Bought Ledger Adjustment Account is termed as 
‘Total Creditors Account’ and the Sold Ledger Adjustment Account is 
termed as ‘Total Debtors Account’. To check the accuracy of the Sale^ 
Ledger, the total of the individual balances of the customers are com- 
pared with the balance in the Total Debtors Account and the total of 
individual suppliers accounts balances is compared with the balance in 
the Total Creditors Account. 

Double entry is complete only in the General Ledger. 

Problem. 4 Set out the following particulars in the form of Sales 
Ledger Adjustment Account (in the General Ledger) on 31st December 
1969 : 


Rs. 


• Credit sales 
Discounts allowed 
Cash received 
; Bills accepted 
Had debts written off 
Bills dishonoured 

Bad debts previously written off, rccovcicJ 
Credit sales returns 
, Balance as on 1st January 1969 
Cash sales 


50.000 
2,000 

35.000 
5,000 
1,500 

500 

600 

1,500 

10.000 
1,200 

{UB. Part 7, May 1970 ) 
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Solution : 

IN THE GENERAL LEDGER 
SALES LEDGER ADJUSTMENT ACCOUNT 


Dr. 




Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1969 


Rs. 

1969 

Rs. 

Jan. 1 

To Balance b/d 

10,000 

Dec. 31 By General Ledger 


Dec. 31 To General Ledger 


Adjustment A/c : 



Adjustment A/c : 


(in Sales Ledger) 



(in Sales Ledger) 


Discount allowed 

2,000 


Sales 

50,000 

Cash 

35,000 


Bills dishonoured 

SCO 

B/R 

5,000 




Bad Debts 

L5QO 




Sales Returns 

1,500 




Dec. 31 By Balance c/d 

15,500 



60,500 


60,500 





* s,efl1Ba 


Working Hints : ** 

* ' ( fl ) Cash sales and old bad debts recovcrd will not appear in the 
Saks Ledger Adjustment Account in the Genera? Ledger, 

(M Bills accepted means here that bills have been accepted by the 
debtors of the firm, t.e., they are Bills Receivables. 

Problem 5. From the following particulars draw up a Sales Ledger 
Adjustment Account in the General Ledger : 

Rs. 


Opening Balance Dr. 
Opening Balance Cr. 


Cash received from debtors 
Sales returns 
Discount allowed 
Bad Debts written off 
Reserve for Bad Debts 
Old Bad Debts recovered 
Allowances 
B'R received 
B/R dishonoured 
Closing credit balance 


1,250 

30 

$.720 

6G0 

2.00S 

317 

UO 

m 

500 

30 

42 

UO 

50 


P.S.B.K.6 63-2I, 



SELf-B* 




ioti: 



To Bal»«« 1 


11 


By 

tty 9 C .lent Al°- 

^^aefLedser) 

’)&£*• 4 


2 , 00 S 


3V 


130 

371 


'42 
130 
2,067 


' 5,092 


” 5,092 


__ ^ Bad Dc^s R«0V«=d 

ml "ebooU w peparc Ks. 

You ate w t>^ SA ~ 

v 30tU June 19/^ 9 S,602 


tn j ui,w 

nn 1 st January 1973 
Balance as on 
Credit sales 

S;?cSved T ^ 

Discouvd aUovved 

Bffls acccpKd 

p.cwrns ms '“ c di5 h onoored 

^^^t^ B3d4CbtSWit ' Cn0 ' t 

^bar-csdrVdedl'’™ 510 ” 1 " 5 

^etoBo^'^r ([ ,B.F 


53,250 

SS ,752 


4S0 

7,12C 


5,43< 

1,12 

3 # 


1 
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Solution: 

IN THE GENERAL LEDGER 

Dr. SALES LEDGER ADJUSTMENT ACCOUNT Cr , 

Date,. Particulars Amount Date Particulars ■ Amount 


1973 


Rs. 


Jan. 1 To Balance b/d 55,842 
June 30 To Ger.eral Ledger 
Adjustment A/c: 

(in Sales Ledger) 

Sales 98,602 

B/R dishonoured 1,120 
Sundry charges 378 


1973 - 

June 30 By General Ledger 
Adjustment A/c: 
(in Sales Ledger) 
Cash received 
Discount 
B/R Accepted 
Returns inwards 
Bad debts 
Transfer to 
Bought Ledger 
June 30 By Balance c/d 


Rs. 


88,753 

840 

7,120 

5,430 

3,890 

100 

50,169 


1,55241 

l,55.9« 

Working Hints: 


: Cash Sales and amount received against Bad Debts written off last 

year will not be shown in this account. 

Problem 7. In the General Ledger of Dinesb Company Ltd., 

prepare Sales Ledger Adjustment Account 

from the following parti- 

culars: 

1975 

Rs. 

Jan. 1 Balance of Sundry Debtors 

80, COO 

Dec. 31 Credit Purchases 

45.000 

Credit Sales 

1,96,000 

Received cash from Debtors 

1,56,000 

Allowed discount 

4,000 

Received Bills Receivable 

30,000 

, . Returns Inwards 

17,500 

Returns Outwards 

6 .000 

Rebate allowed to Debtors 

5,500 

Bad Debts 

9,000 

B.R. dishonoured 

7,500 

{U.B. Pari 1, Map 1976) 
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Solution:' 


IN THE GENERAL LEDGER OF 
DINESH ’COMPANY LTD. ' 

Dr. SALES LEDGER ADJUSTMENT ACCOUNT Cr . 


Dale 

Particulars Amount Date 

Particulars 

Amount 

1975 

Rs. 1975 


Rs. 

Jan. 1 
Dee. 31 

To Balance b/d 80,000 Dec. 31 

To General Ledger 

Adjustment A/c: 

(in Sales Ledger) 

Sales 1,96,000 

By General Ledger 
Adjustment A/c: 
(in Sales Ledger) 
Cash received 
Discount allowed 

1,56,000 

4,000 


B/R dishonoured 7,500 

> : , , 

B/R received . 

30.000 


Returns Inwards, 
Rebate allowed 

17,500 

5,500 

' 


Bad debts 

9,000 

, 

Dec. 31 

By Balance c/d 

61,500 


2,83,500 


2,83,500 


Working Hints: 

Credit Purchases and Returns Outwards have not been considered, 
because they relate to Total Creditors Account. 

Problem 8. The following information relating to the year 1976 
has been gathered from the books of Auto Control Ltd. 


Sales. Ledger (debtors') b’aianccs-I st January 1976 
Purchases Ledger (creditors’) balances* 1st January 1976 

Receipts from customers (including Rs, 760 in 
respect of a debt written off in 1973) 

Credit sales 

Cash sales 

Returns inwards 

Returns outwards 

Bad Debts written off 

Discounts allowed by suppliers ' 

Increase in provision for bad debts on 3 1st December 1975 
Cash received from suppliers in respect of overpayment 
Sales Ledger credit balances as on 31sl December 1976 


Rs. 

4 4,',10 
32,170 

5,46,420 
5,81,270 
50,000 
8,630 
4,250 
10,410 
2,510 
1,240 
480 
820 


■ You arc required to prepare Sales Ledger Adjustment Account as 
would appear in the general ledger. , ■. 


(I.I.J3. Part I, November 1977) 
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Problem 9. The following details were extracted from the books 
of a company for the six months ended 31st December 1967 : 


R s. 

July 1 Sales ledger balances total ... 37, COO 

Provision for Doubtful Debts ... 2,500 

Dec. 31 Sales ... ... . 73,000 

Returns ... ... 700 

Cash received ... ... 70,000 

Bills accepted by customers ... ... 2,600 

Bills dishonoured ... ... 300 

Bad debts written off ..." ... 600 

Discount allowed - ' ... 1,500 


Prepare an account to show the aggregate Sales Ledger balances 
outstanding on that day ( i.e . Total Debtors A/c.) 

{I.I.B. Part I, May 1968) 


Solution: , 

IN THE GENERAL LEDGER 

Dr. TOTAL DEBTORS ACCOUNT Cr. 


Date 

Particulars 

Amount 

Date Particulars 

Amount 

1967 


Rs. 

1967 

Rs. 

July 1 

To Balance b/d 

37,000 

Dec. 31 By Cash 

70,000 

Dec. 31 

To Sales 

73,000 

By Bills Receivable 

2,600 


To Bills dishonoured 300 

By Discount 

1,500 



1,10,300 

By Returns 

By Bad bebts 

Dec. 31 By Balance c/d 

700 

600 

34,900 

1,10,300 



~ zzz z^z 

* - 

•zz zzzz «=a ca 


Working Hint: 

Provision for Doubtful debts will not appear in this account.. 
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Problem 10. From the following information and particulars, 
prepare a Saks Ledger Control Account to be maintained in the 


Nominal Ledger of a concern where self-balancing ledgers are Jcept: 

Rs. 

Opening Balanee Dr. '25,000 

' , Cr. . 600 

Sales during the year i _ 62,400 

Return outwards during the year x ■ , , 2,400 

Cash received from customers - 40,100 

Discounts allowed this year 2,600 

Return by customers during the yeaT 6,340 

Bad Debts written off - 7,420 

Reserve for bad debts created during the year • - 10,000 

Reserve for bad debts at the beginning of the year 5,000 

Bad Debts previously written off recovered in 
cash during the year 600 

- Allowance to customers 840 

Bills receivable accepted by customers ‘ 2,600 

Bills dishonoured 500 

Closing Credit balance 1,440 


(I LB. Part 1, April 1979) 

Solution: 

IN THE NOMINAL LEDGER 
SALES LEDGER CONTROL ACCOUNT 

Dr. ‘ Cr. 


Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Balance b/d 

25,000 

By Balance b/d 

600 

To Sales 

62,400 

By Cash 

40,100 

To Bills dishonoured 

500 

By Discounts allowed 

2,600 

To Balance c/d 

1,440 

By Returns by customers 

By Bad debts written off 

By Allowance to customers 
By Bills Receivable 

By balancing c/d 

6,340 

7,420 

840 

2,600 

23,840 


69,340 

(Balancing figure) 

89,340 
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Working 'Hints : 

(a) Returns outwards during the year amounting to Rs. 2,400 are 
not to be entered in the Sales Ledger Control Account, since 
these represent purchases returned and as such relate to 
Purchases Ledger Control Account. 

(b) The undernoted items will not appear in the Sales Ledger 

Control Account because they are the transactions relating to 
the Profit & Loss Account : 


(I) Reserve for bad debts created during the year Rs. 10,000 

(ift Reserve for bad debts at the begginning of the , 

year Rs. 5,000 

(Hi) Bad debts previously written off recovered 

in cash during the year Rs. 600 

Problem It. Chavan keeps his 'Sale Ledger’ upon the “Self- 
Balancing principles”. From the following data, please prepare the 
necessary 'Adjustment Account’ as on 31st January, 1965 : 

1965 Rs. 

Jan. 1 Total debtors balances on this day were 1,25,420 

Total goods sold to customers for the month 2,16,580 

Total goods returned by customers for the month ' 9,420 

Total cash received from the customers for the month 1,56,210 

Total discount allowed to customers for the month '9,680 

Total acceptances received from customers during the 

month 34,710 

Total acceptances dishonoured by customers during 

the month 5,420 


- ( 7.7.7? . Part I, February 1966) 

lution: 


IN THE SALES LEDGER 
GENERAL LEDGER ADJUSTMENT ACCOUNT 

J)r - ‘ . • Cr, 

Date Particulars Amount Date Particulars Amount 


1965 Rs. 

Jan. 31 To Sales Ledger 

Adjustment Account; 

(in General Ledger) 

Cash Received 3,56,210 

Discount Allowed 9,680 

Bills Receivable 34,710 

Returns Inwards 9,420 

Jan. 31 To Balance c/d 1,37,400 

3,47,420 


1965 Rs. 

Jan. 1 By Balance b/d 1,25,420 

Jan. 31 By Sales Ledger 
Adjustment A/c: 

(in General 
Ledger) 

Sales 2,16,580 

B/R (Dishonou- 
red 5,420 

3,47,420 



SELF-BMA'iCitfG LEDGERS d lA 

Problem. 12 Prom the following particulars extracted from the 
books of M/s Balanced-minded Ltd, which keeps accounts on self- 
balancing system, prepare the General Ledger Adjustment Accounts as 
would appear in the Sales Ledger and the Bought Ledger respectively : 




Rs. 

Debtors as on 1st January, 1976 
'Creditors as on 1st January, 1976 


4,575 

5,490 

Transactions for the year: 

Credit Purchases 


2,050 

Credit Sales 


2,270 

Returns Inwards 


40 

Returns Outwards , 


60 

Cash received from customers 


2,550 

Discount allowed 


' 45 

Cash paid to suppliers 


- 3,070 

Discount received 


67 

Acceptances received from debtors 


850 

Acceptances given to creditors 


1,200 

B.R. dishonoured 


120 

B.P. dishonoured 


300 

Bad debts written off 


250 

Sundry charges debited to customers ‘ 


35 

Allowances from creditors 

- 

. 28 


• ( i'll)} Part I, May 1977 ) 

Solution: 

IN THE SALES LEDGER OP , 

M/S BALANCED-MINDED LTD. " - 
Dr ; GENERAL LEDGER ADJUSTMENT >ACCOUNT Cel 


Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1976 


Rs. 

1976 


Rs. 

Dec. 31 

To Sales Ledger 


Jan. 

1 By Balance bid 

4,575 


Adjustment Ale: 


Dec. 3 1 By Sales Ledger 



(m General Ledger) 


Adjustment A/c: 



Returns inwards 

40 


On General Ledger) 



Cash received 

2,550 


Sales 

2.270 


Discount allowed 

45 


B R. dishonoured 

120 


Bdls Receivables 

850 


Sundry Charges 

35 


Bad debts 

250 




D;c. 31 

To Balance c/d 

3,265 
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Dr. 


IN THE BOUGHT LEDGER OF , 

M/S BALANCED-MINDED LTD. 
GENERAL LEDGER ADJUSTMENT ACCOUNT 


Cr. 


Dale 

Particulars Amount 

Date 

Particulars Amount 

1976 

Rs. 

1976 

, . . , 

Rs. 

Jan. 

1 To Balance b/d 5,490 

Dec. 31 

By Bought Ledger 


Dec. 31 To Bought Ledger 


Adjustment A/c': 



Adjustment A/c: 


(in General Ledger) 



(in General Ledger) 


Returns outwards 

60 


Purchases 2,050 


Cash paid 

3,070 


B.P. dishonoured 3C0 


Discount received 

67 




Bills Payable 

1,200 




Allowances 

28 



Dec. 31 

By Balance c/d 

3,415 


7,840 


: 

7,840 


ne 


13. From the following particulars prepare “General 
Ledger Adjustment Account” in Sales Ledger: 

Due by: A.B. Rs. 170; B.C. Rs. 180; C.D. Rs. 195; E.F. Rs. 300. 
Credit balance: B.G. Rs. 130; F.D. 30. 

2 Sold goods to A.B. Rs. 185. 

Received from B.C. on account Rs. 100. 

9 months biU ° U A ’ B ‘ RS ‘ 250 which he acce P t ed payable at 3 

1 1 Returned goods to B.G. Rs. 30. 

12 Sold goods to M.N. Rs. 200. 

M Received from C.D. Rs. 189 in full settlement of dues. 

19 Sold goods to F.D. Rs. 150. 

21 Received from E.F. Rs. 295 in full settlement. 

22 Sold goods to E.F. for Rs. 250. 

23 M.N. returned goods Rs. 50. 

27 Received from A.B. Rs. 100 allowing him discern Rs. 5. 

28 Sold goods to R.G. Rs. 200. 

Received from E.F. Rs. 200 discount Rs. 3. 

J Received as advance from S.M. Ils. 300. 

(JJ.B. .Pan I, November 1974 ) 


ff 




ff 


99 


91 


9 * 


ff 


» 
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Working ; 


SUMMARY OF DEBTORS 


Same of Opening Sales Cash BJR Sales Discount Balance 

the / Balance Received Accepted Returns allowed 

Debtor Dr. Cr Dr. Cr. Cr. . Cr. Cr . Dr. Cr. 



Rc. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rn 

A B. 

170 


185 

100 

250 


5 

— 

— ‘ 

BC 

180 



100 




80 

— ■ 

C.D. 

195 



189 



r» 

— » 

^ » 

EF. 

300 


250 

2951 



51 







2fl0j 



3J 



F.D. 


30 

150 



50 


n: 

*. s 

M.N. 



200 





>,V 


R.G. 



200 






' 

S.M. 




300 




— 



— . — 


— — 

.. — 

— — . 

— — 

- 




845 

30 

985 

1,184 

250 

50 

K 






“*=* 


**** 




— 


Note: BG.’s account has not been taken into acevant. bccrist Se 
is a Creditor (Supplier of the goods) and not a Debtor. In bej-ts' *?. 
he has a credit balance and afterwards, also, the goods b-i'n Sxee 
to him. 

Solution : 


IN THE SALES LEDGER 

Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT CK 


Date Particulars Amount Date Particulm'j Amount 


19... 

June 1 To Balance b/d 
June 30 To Sales Ledger 
Adjustment A/c : 
(m General Ledger) 
*Ca<h received 
B/R accepted 
Sales returns 
Discount allow ed 
June 30 To Balance c/d 


Rs. 19 .. R ?> 

30 June 1 By Balance b/d iU* 
June 3Q By Sales Ledger 

Adjustment Account 
. (in General Ledger* 

Sates J 1 ' 

250 June 30 By Balance c/d 

19 

597 -r 


2,130 


* Cab r ectmd trades Rs. 2CQ received ,n a cB« 
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Problem 14. M/s. Crown Chemists keep bought and sold ledgers 
on self balancing principles. From the following particulars, prepare 
General Ledger Adjustment Account in ‘‘Sold Ledger and Bought 


.Ledger” : — 

Rs. 

Sundry Debtors— 1st January 1978 6,200 

Sundry Creditors — 1st Junuary 1978 2,500 

Credit Purchases ’ 10,300 

Credit Sales 13,400 

Cash received from Debtors 7,800 

Returns inward 300 

Acceptances given 4,000 

Returns outward 250 

Debtors acceptances dishonoured ' 500 

Discount allowed 100 

Bad debts written off 200 

Creditors — 31st December 1978 1,050 

Bad debts written off previously, now received 500 


{I. l.B. Pari J, November 1979) 

■Solution : 

IN THE SOLD LEDGER OF M/s. CROWN CHEMISTS 

Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 


.Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1978 


Rs. 

1978 


Rs. 

Dec. 

31 To Sales Ledger 


Jan. 1 

By Balance b/d 

6,200 


Adjustment A/c : 


Dec. 31 

By Sales Ledger 



(In Genera! Ledger) 


Adjustment A/c: 



Cash received 

7,800 


(In General Ledger ) 



Returns inward 

3C0 


Sales 

13,400 


Discount allowed 

100 


B/R dishonoured 

500 


Bad debts 






written off 

200 





To Balance c/d 

11,700 





20,100 


20,100 
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Note : 

Bad Debts written off previously, now received amounting to 
Rs. 500 will not affect the Total Debtors for the period. . • 

IN THE BOUGHT LEDGFR OF M/s. CROWN CHEMEISTS 
Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 


Date 

Particulars 

Amount 

Date Particulars Amount 

1978 


Rs. 

1978 

Rs. 

Jan. 1 

To Balance b/d 

2,500 

Dec. 31 By Bought Ledger 


Dec 31 

To Bought Ledger 
Adjustment A/c: 


Ajustment A/c: 

(In General Ledger ) 



(7/i General L(ifger) 

Bills payable 

4.000 


Purchases 

10,300 

Returns outwards 
Cash paid 
( Balancing figure) 

250 

7,500 


1 


Dec. 3 1 By Balance c/d 

1,050 



12,800 


12,800 


- 

= = === 


== = 


Problem 15. ‘ In a business three Ledgers are kept m use, viz , (l) a 
Creditor’s Ledger, (2j a Debtor’s Ledger and (3) a General Ledger which 
n’re“).ept on the self -balancing system. The following is a summary of 
the transaction* with the Debtors and Creditors of the business for the 
month of January 1979. Open the necessary Adjustment Accounts in the 


respective Ledgers : — , 

' , Rs. 

Debtors’ Balance H-1979 40,000 

• Creditors’ Balance 1-1-1979 46,250 

Credit Sales 24,500 

Credit Purchases 11,250 

Received cash from Debtors 19,500 , • 

Discount allowed to them 500 

Paid cash to Creditors 24,690 

Discount allowed by them 810 

Received Bills Receivable 7,500 

Bills Payable accepted 3,750 

Returns Outwards 1,500 

Returns ln*atds 2,195 

Allowances to Debtors 6S0 

Allowances from Creditors 375 

Bad Debts written off 1,125 

Bills Receivable dishonoured ** - 940 


(/.LB. fart 7, October 19S0) 
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Solution: 

In tlic Creditors Ledger 

GENERAL LEDGER ADJUSTMENT ACCOUNT 
Dr. 


Particulars Amount Date 


1979 Rs. 

Jan. 1 To Balance b/d 46,250 

To Creditors Ledger 
Adjustment A/c : 

(in General Ledger) 
Purchases 11,250 


Cr. 

Particulars Amount 
Rs. 


1279 

Jan. By Creditors Ledger 
Adjustment A/c : 

(In General Ledger) 
Cash paid 
Discount earned 
B/P’s accepted 
Returns outwards 

Allowances from 
them 

Jan. 31 By Balance c/d 


57,500 


24,690 

810 

3,750 

J,5C0 

375 

26,375 

57,500 


In the Debtors Ledger 

GENERAL LEDGER ADJUSTMENT ACCOUNT 


Dr. 




Cr. 

Date 

Particulars Amount 

Dale 

Particulars 

Amount 

1979 

Jan. 

Rs. 

To Debtors Ledger 
Adjustment A/c: 

(In General Ledger) 

1979 

Jan. 1 
Jan. 

By Balance b/d 

By Debtors Ledger 
Adjustment A/o: 

Rs. 

40,000 


Cash Received 19,500 
Discount allowed 500 
B/R’s received 7,500 
Returns Inward 2,195 

Allowances to them 680 
Bad Debts 

(written off) 1,125 
Jan. 31 To Balance c/d 33,9^0 


(In General Ledger) 

Sales 24,500 

B/R’s dishonoured 910 


65,440 


65,440 
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In the General Ledger 

Dr. DEBTORS LEDGER ADJUSTMENT ACCOUNT "» Cr. 


Date 

Particulars Amount 

. Date 

' Particulars , , 

Amount 

1979 

To Balance b/d 

Rs. 

1979 


Rs. 

Jan. 1 

40,000 

Jan. 

By General Ledger 



To General Ledger 



Adjustment A/c 



Adjustment A/c*. 



(in Debtors Ledger) 


(in Deotors Ledger ) 


Cash received 

19,500 


Sales 

24,500 


Discount allowed 

500 


B/R’s dishonoured 

940 


B/R’s received 

7.500 





Returns Inwards 
Allowance to 

2,195 





Debtors 

Bad Debts 

. 680 1 





(written off) - 

1,125 




Jan. 31 

By Balance c/d 

33,940 



65,440 



65,440 



= «=.= 




lit the General Ledger 





Dr. 

CREDITORS LEDGER ADJUSTMENT ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date 

Particulars 

Amount 

1979 


Rs. 

1979 


Rs. 

Jan. 

To General Ledger 


Jan. 1 

By Balance b/d 

46,250 


Adjustment A/c: 



By General Ledger 



(in Creditors Ledger) 


Adjustment A/c : 



Cash paid 

24,690 


(in Creditors Ledger) 


Discount eatned 

810 


Purchases 

11,250 


B/P’s accepted 

3,750 





Returns Outwards 
Allowance from 

1,500 





_ Creditors 

375 




Jan. 31 

To Balance c/d 

26,375 






57,500 



57,500 



* ==3 * = * 



=3 
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Problem 16. The following particulars extracted from the books 
of Bombay (Fort) branch of New Activity "Bank for the month of 


May 1982. 

Rs. 

Balance as on 30th April 1982 ■ 14,08,756 

Cash deposited by the customers 2 8,493 

Cash withdrawn by the customers 69,008 

Local cheques on other banks deposited by the customers 73,444 
Cheques deposited, drawn on the Bank’s other local branches 11,821 
Cheques issued by the customers presented through the 

clearing 30,638 

Local clearing cheques returned back by other banks 4,000 

Cheques presented by other branches 5,296 

Interest credited 35,609 

Commission and other charges recovered. .1,470 

Preparing the Savings Bank Ledger Control Account. 


(I I. B. Pari I, November J 982) 

Solution: 

SAVINGS BANK LEDGER CONTROL ACCOUNT 
OF NEW ACTIVITY' BANK, BOMBAY (FORT) BRANCH 
- for the month ending May, 1982 


Debit Credit 

Particulars ( Withdrawals ) ( Deposits ) 

Dr. 

or 

Cr 

Balance 

By Balance as on 30-4-1982 


14,08,756 

Cr. 

14,08,756 

By Cash deposited by the customers 


28,493 . 

Cr. 

14,37,249 

To Cash withdrawn by the customers 

69,008 


Cr. 

13,68,241 

By Local cheques on other banks 
deposited by the customers . 


. 73,444 

Cr. 

14,41,685 

By Cheques deposited, drawn on the 




Bank’s others local branches 


11,821 

Cr. 

14,53,506 

To Cheques issued by the customers 
presented through the clearing 

30,638 


Cr. 

14,22,868 

To Local clearing cheques returned 
back by other banks 

4,000 


Cr. 

14,18,868 

To Cheques presented by other 




branches 

5,296 


Cr. 

.14,13,572 

By Interest credited 


35,609 

Cr. 

•14,49,181 

To Commission and other charges 
recovered 

1,470 

Cr. 

14,47,711 


1,10,412 15,58,123 


7 
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( Consignment and Joint Venture Accounts — Accounts ) 
( Current — Investment and Share Transactions ) 


A 

CONSIGNMENT ACCOUNTS 


Problem 1. Write a short note on Consignment. 

{I. LB. Bart /, November 1970 ) 

Solution. If goods are sent by one person to another, who sells 
them on behalf of the first person, the transaction is known as Consign- 
ment. The person who sends such goods is known as the Consignor 
and the person to whom the goods are sent is known as the Consignee. 
To the principal or the consignor, the goods thus sent out would be 
known as ‘Outward Consignments*, whereas to the agent or consignee, 
they would be known as ‘Inward Consignments’. 

The Consignee is remunerated for his services by payment of 
commission, which is usually calculated as. a .fixed, percentage of gross 
sals proceeds. Where the consignee, in addition to selling the goods, 
undertakes the risk of bad debtsarising out of credit sales, he is paid 
additional comrnission known as ‘ del-credere commission'. . 

It is usual for the consignor to make out an invoice called a 
*Pro'forma Inioice' and send it to the consignee a long with the consign- 
ment. Such a invoice contains the particulars as regards description, 
quality, quantity, price of the goods, marking, packing, details of any 
expenses incurred and also, sometimes, the mode of marketing. 

Problem 2. Explain briefly : Account Sales. 

(/./ B. Part I, May 1975) 

Solution. The statement of account submitted by the Consignee to 
his Consignor, containing detailed particulars of sales made, expenses 
incurred for receiving and selling the goods, his commission, advance 
remittances if any made, remittances, if any made now or the net amount 
due to the consignor, is described as 'Account Sales’. 

Problem 3. Explain how the consignment transactions are 
recorded in the books of the consignor and the consignee. 

- Solution. To ascertain the Net Profit or Loss from individual 
outward consignments, the consignor keeps separate account for each 
such consignment and the consignment account, is titled as “Consign- 

jnent to Account”, It is a nominal account and its balance is 

transferred to the general Profit & Loss Account. 

P.S.B.K. 6 83-22 - 
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CONSIGNMENT ACCOUNTS 


(2) Stock on Consignment (Inward) .* The unsold stock with 
the consignee is not his own stock, therefore, he does not record the same 
in his books. He simply maintains a memorandum record of such con- 
signment stock with him. 

• Problem 5. Give short note on Goods in transit : Goods on Con- 
signment. 

(LI.B. Part I, May 1969) 


Solution. Goods in transit 

The problem of Goods in transit arises in ‘Branch Accounts’. At 
the time of balancing, it may happen that goods may have been supplied 
by the Head Office to a Branch by loading the same on a rail or truck, 
but the same might not have reached the destination before or on the date 
of balancing the records. The result of this will be that the Branch will 
not credit the Head Office before the date of balancing, although the Head 
Office has debited the Branch. 

In sueh circumstances, an adjusting entry is made in the books of 
the Head Office as under : 


JOURNAL ENTRY FOR GOODS IN TRANSIT 


Date : Particulars 

L.F. Debit 
Amount 

Credit 

Amount 


Rs. 

Rs. . 

Goods in transit A/c 

To Branch A/c 

Dr. 


(Being the value of goods sent to.... 



branch on........ (date), .buferedited by 

them on....:. ...(date of responding the 

entry by the branch) 



The balance of the ‘Branch Account’ in the Head Office books will 
now tally with the balance of the ‘Head Office Account’ in the Branch 
books. 


The ‘Goods in transit’ account is shown as an Asset in the Head 
Office Balance Sheet.. 

Tne amount of Goods in transit’ account is transferred to the 
branch account at the commencement of the next period, by passing 

reverse entry, />., the Branch’ account is debited and ‘Goods in transit 5 
account is credited. 


Goods bn Consignment 

When goods are sent to the consignee, it is not treated as sales and 
as such consignee is not treated as Debtor.. Hence on sending the goods, 
no sales account is credited, but the amount is credited to Goods sent on 
consignment account, as shown hereunder : 
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JOURNAL ENTRY 


Date Particulars 

L F. Debit 

Credit 


Amount 

Amount 


Rs. 

, Rs. 

Consignment A/c 

Dr. 


To Goods sent on consignment A/c 


(Being Goods sent to 

be sold on our account) 

.(consignee) to 



The balance in Goods sent on consignment account is transferred 
to Purchases Account in case of trading concerns and to Trading Account 
in case of manufacturing concerns, i.e. Goods sent on Consignment 
Account is debited and Purchases/Trading Account (as the case may be) 
is credited. 

Problem 6. What adjustment entries arc passed hen the goods 
arc consigned at invoice price, which is higher than the cost price 1 

Solution. Sotntimcs, the consignor sends to the consignee the 
pro-forma invoice charging goods at higher price. Such a price is called 
as ‘Invoice price’ or ‘Selling pi icc\ The difference between the invoice 
price and the cost price of the good, is known as loading. 

In order to ascertain correct profit or loss on consignment, adjust- 
ment entries arc passed with regard to the following items recorded at the 
invoice price : 

(1) Consignment Stock at the beginning: 

' (o) Entering in the consignment account at invoice price: 

Consignment A/c Dr. 

To Consignment Stock A/c 
(b) To remove loading from the opening stock: 

Stock Suspense A/c Dr. 

To Consignment A/c 

(2) Goods sent on Consignment: 

{a) On fcoods being sent at invoice price: 

Consignment A/c Dr. 

To Goods Sent on Consignment A/c 
(6) To remove the finding from the goods sent on consignment: 

Goods sent on Consignment A/c Dr. 

To Consignment A/c 

<3) Goods returned by the Consignee: 

(a) On goods being returned at invoice price: 

Goods sent on Consignment A/c Dr. 

To Consignment A/c 
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(b) To remove the loading in gbods returned: 

Consignment A/c T>r. 

To Goods sent on Consignment A/c 
4) Consignment Stock at the end: 

(a) For the value of unsold stock at invoice price: 

Stock on Consignment A/c Dr. 

To Consignment A/c 

(b) To remove the loading in Closing Stock : 

Consignment A/c Dr. 

To Slock Suspense A/c 

Problem 7. If consignment stock is destroyed or damaged, how 
is it accounted for ? 

Solution. Goods sent on consignment may be lost, destroyed or 
damaged. The entries to adjust the loss of goods in the books of the 
Consignor will depend upon the type of loss, which may be either Normal 
Loss or Abnormal Loss. 

(A) Normal Loss. Such a loss is due to the nature of the goods 
consigned, which may be due to loading and unloading, evaporation, 
drying, etc. This type of loss is inherent in the goods and is normal. 

Such loss is allowed at the time of Stock left nnsokl with the 
consignee. 

Normal loss forms the part of cost, and as such the value of stock 
on consignment is increased proportionately due to such a loss. The total 
cost of the goods is considered to be for the quantity sent less the normal 
loss. . 

Consignment Stock is valued as under : 

' ToUt! cost, of goo ds s ent 4; Non-recurring expenses ^ Units of 

Total quantity sent — Normal loss in units stock on hand 

No journal entry is passed for recording Normal Loss of goods. 

(B) Abnormal Lobs. Such a loss may arise due to mischief, bad- 
luck and inefficiency. Loss of goods due to the theft, flood, fire, war, 
earth-quake, riots, insects, breakage, etc. is of abnormal nature. 

Abnormal loss has nothing to do with a particular consignment. 
It is, therefore, transferred to general Profit & Loss account, so that the 
profitability of any particular consignment is not affected. 

1 he value of Abnormal Loss is calculated in the same way as th 
Stock on Consignment, l.c., cost plus proportionate non*rccurri» 
expenses. 

Journal Entries for Abnormal Loss: 

(1) When the loss occurs: 

Abnormal Loss A/c Dr. 

To Consignment A/c 
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(2) If the loss is irrecoverable: • 

Profit & Loss 'A/c V 1 ’ ' Dr. * 

To Abnormal Loss A/c 

(3) If the stock is insured and the loss is 
recoverable in full: 

* Insurer A/c ■ Dr. * \ 

To Abnormal Loss A/c 

(4) If the loss is party recoverable: 

Insurer A/c Dr. . 

Profit & Loss A/c Dr. 

To Abnormal Loss A/c 

• Problem 8. Shri Kansrncr consigned on 1 Jth December 1976, 300 
cycles to Sbri Kansini, who sent to the former on 31st March 1977, an 
Account Uales giving the following particulars : 

Rs. Rs. 

Sale Proceeds: 

28.2.77 250 Cycles at Rs. 400 1,00,000 

31.3.77 50 Cycles at Rs. 360 18,000 

1,18,000 

Less : Expenses : 


29.12.76 

Port and duty charges 

14,400 


31.3.77 

Storage and Carriage charges * 

8,200 


31.3.77 

Commission on Sales 
(at 5%+l% Del Credere) 

7,080 

29,680 




88,320 

Less : Bill accepted on 31.12.1976 


■ 75,000 

Balance- 

-draft enclosed 


13,320 


You are required to show the relcvent entries in the ledger account 
of Shri Kansiner in the books of Shri Kansini. 

(/ LB. Part J , November 1917) 
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Solution: 

Ledger Accounts in the Books of Shri Kansini : 

SHRI KANSINER’s ACCOUNT 

Dr. . ' ' Cr. 

Date Particulars Amount Date Particulars " Amount 

1976 Rs. 1976 

Dec. 29 To Bank A/c Dec. 31 By Balance c/d 

(Port & Duty 
charges) 14,400 

Dec. 31 To Bills Payable 75,000 

89,400 


Rs. 

89,400 


89,400 


1977 

Jan. 1 To Balance b/d 

Mar. 31 To Bank A/c 
(Storage and 

carriage char- 
ges) 


Rs. f977 

89,4C0 Feb. 28 By Bank A/c 
(Sale of 250 
cycles. % 

Rs. 400 each) 

Mar. 31 By Bank A/c 


Mar. 31 To Bank 
(Balance 
remitted by 
bank draft) 


8,200 


: ' Mar. 31 To Commission, 

A/c : 

(at 5% on the 
sale proceeds 
of Rs. 1,18,000) 

Rs. 5,900 
(at 1 % on the 
sale proceeds 
of Rs.T,18,C00) 

Rs. 1,180 7,080 


13,320 

1,18,000 


(Sale of 50 
cycles @ 

Rs. 360 each) 


1,00,000 


18,000 


1,18,000 


on 31s/ December every year / * accounti “6 y«r of Shri Kansini ends 
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Problem 9. F. Bros, shipped goods to H. Bros, their agents on 3 1st 
September and sent therewith a proforma invoice for Rs. 9,100 (goods 
Rs. 9,000, expenses Rs. 100). On 20th October, H Bros, sent an Account 
Sales, from which it appeared that a portion of the goods had realised 
Rs. 7,200 ; and deducting expenses Rs. J8D, and commission, Rs. 400, he 
enclosed a draft at three months for the balance. The stofck remaining 
unsold amounted, at invoice price plus expenses, Rs. 3,600. On 2nd 
November he sent another account sales, wntch showed that the balance 
of the consignment had realised Rs. 5,700 ; which, less Rs. 150 expenses 
and Rs. 200 commission, he remitted by a three months’ draft. 

Show how the above transactions should appear in the books of F. 
Bros, as on 31st December. 

[U.B. Part I, it fay 1969 J 

Solution: 

In the books of F. Bros. 

JOURNAL ENTRIES 


Dale 

Particulars 

L.F : 

Debit 

Amount 

Credit 

Amount 

19... 



Rf. 

Rs. 

Sept. 1 

Consignment A/c 

Dr. 

9,000 



To Goods sent on consignment A/c 


9,000 


(Being goods sent on consignment to 




H. Bros , the agent) 




Sept. I 

Consignment A/c 

Dr. 

100 



To Cash A/c 



ICO 


(Being expenses incurred on goods sent 


- 


on consignment to H. Bros.) 



Oct. 20. 

H. Bros. 

Dr. 

7,200 



To Consignment A/c 



7,200 


(Being gross proceeds of a portion of 
the goods sold by H. Bros, as per tbcir 
Account Sales) 


Oct. 20 

_ Consignment A/c 

Dr. 

180 



Toil. Bros. 



180 


(Being expenses incurred by the 
stgnee) 

con* 



Oct. 20 

Consignment A/c 

Dr, 

40Q 



To H. Bros. 



400 


(Being the commission payable to 
consignee) 

the 
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Solution: 

Ledger Accounts in the Books of Shri Kansini : 

SHRI KANSINBR’s ACCOUNT 


Dr. ' Cr. 


Date Particulars Amount 

Date Particulars 

Amount 

1976 

Rs. 

1976 

Rs. 

Dec. 29 To Bank A/c 


Dec. 31 By Balance c/d 

89,400 

(Port & Duty 
charges) 

14,400 



Dec. 31 To Bills Payable 

75,000 




89,400 

- 

89,400 

1977 

Rs. 

f977 

Rs. 

Jan. 1 To Balance b/d 

89,400 

Feb. 28 By Bank A/c 



(Sale of 250 


Mar. 31 To Bank A/c 


cycles® 


(Storage and 


Rs. 400 each) 

1,00,000 

carriage char- 


Mar. 31 By Bank A/c 


ges) 

8,200 

(Sale of 50 
cycles @ 

Rs. 360 each) 

18,000 

w Mar. 31 To Commission. 
'* A/c : 




(at 5% on the 
sale proceeds 
of Rs. 1,18,000) 




Rs. 5,900 



(at 1 % on the 
sale proceeds 
of Rs. 1,18,C00) 




Rs. 1,180 7,080 



Mar. 31 To Bank 




(Balance 
remitted by 
bank draft) 

13,320 




1,18,000 


o 

o 

o 

CO 



r 



on 3lS' O DeccmUrX7yt®f‘ theaCC0UD( “ gyear0fShri Kansiai ends 


consignment accounts - f * 

Problem 9. F. Bros, shipped goods to H. Bros, their agents on 31st 
September and sent therewith a proforma invoice for Rs. 9,100 (goods 
Rs. 9,000, expenses Rs. 100). On 20th October, H Bros, sent an Account 
Saks, from which it appeared that a portion of the goods had realised 
Rs. 7,200 ; and deducting expenses Rs. 180, and commission, Rs. 400, he 
enclosed a draft at three months for the balance. The stofck remaining 
unsold amounted, at invoice price plus . expenses, Rs. 3,600. On 2nd 
November he sent another account sales, wnich showed that the balance 
of the consignment had realised Rs. 5.7C0 ; which, less Rs. 150 expenses 
and Rs. 200 commission, he remitted by a three months’ draft. 

Show how the above transactions should appear in the books of F. 
Bros, as on 31st December. 

[1.1. B. Part I , May 1969] 

■Solution: 

In the boohs of F. Bros. 

JOURNAL ENTRIES 


Date 


Particulars 


19... 
Sept. I 


Sept. I 


Oct. 20 _ Consignment A/c 
To H. Bros. 


Dr. 


(Being expenses incurred by the con- 
signee) 

Oct. 20 Consignment A/c n r 

To H. Bros. 

(Being the commission payable to the 
consignee) 


Debit 

Amount 


Consignment A/c Dr. 

To Goods sent on consignment A/c , 
(Being goods sent on consignment to 
H. Bros., the agent) 

Consignment A/c Dr. 

To Cash A/c 

(Being expenses incurred on goods sent 
on consignment to H. Bros.) 


Oct. 20. H. Bros. Dr. 

To Consignment A/c 
(Being gross proceeds of a portion of 
the goods sold by H. Bros, as per their 
' Account Sales) 


Rs. 


Credit 

Amount 


9,000 


100 


7,200 


400 


Rs, 

9,000 

ICO 

7,200 

ISO 

400 
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19... 
Oct. 20 
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* 

Rs. Rs. 

Bills Receivable A/.c Dr. 6,-620 

To H. Bros.. 6,620 

(Being a draft duly accepted by the 
consignee for a period of 3 months 
diie on- Jan. 23 next year received for 
-the balance due from him) 


Note v There will be no entry for 
the stock lying with the Consignee, 
because this is to be adjusted only at 
the time of preparation of final 
accounts, or at the time of receiving 
the final statement of the goods sold 
by the consignee. 


Nov. 2 H. Bros. Dr. 

To Consignment A/c 

(Being ' the gross proceeds of the 
balance of the goods sold by H. Bros. 
' as per their Account Sales) 


Nov. 2 

00 

' Nov. 2 


Consignment A/c Dr. 

To H. Bros. 

(Being the expenses incurred by the 
consignee) 

Consignment A/c Dr. 

To H. Bros. 

(Being the commission payable to the 
consignee) 


Nov. 2 Bills Receivable A/c Dr. 

To H. Bros. 

(Being a draft duly accepted by the 
consignee for a period of 3 months 
due on Feb. 5, 19... received for the 
balance due’ from him) 


Dec. 31 Goods sent on consignment A/c , Dr. 
To Trading A/c 

(Being the credit balance of the goods 
sent on consignment account transfer- 
red to the Trading Account) 


5,700 

5,700 


150 

150 


200 

200 


.5,350 

5,350 


9,000 

9,000 
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Particulars 


To Consignment to 
Singapore A/c (Sale 
of 150 machines) 

To Consignment to 
Singapore A/c 
(Stock taken over) 


CONSIGNMENT ACCOUNTS 


(b) P. TSAI’s A/C - 

Amount Particulars Amount 


Rs. 

By Bills Receivable A/c. 
By Consignment to 
66,000 Singapore A/c (Freight 
and Custom duty) 
19,800 By Consignment to 
Singapore A/c 
(Commission) 

By Balance c/d 
( amount receivable ) 


Rs. 

40,000 

6,000 

14,370 

25,430 


85,800 85,800 


Working Notes : 

1. Valuation of stock taken over by the consignee: Rs. 

Cost price; of 50 machines at Bombay (@ RS; 300 each) 15,000 

Pro-rata freight for 50 machines (on 200 machines 
Rs.4;CG0)~ 1,000' 

Pro-rata Custom duty for 50 machines (on 200 machines 

Rs. 2,000) 500 

Landed Cost of machines at Singapore 16,500 

Plus : 20% of Landed cost 3,300 • 

' 19,800 


Each. machine costs Rs. 396. 

2. Calculation of Consignee’s Commission: Rs. 

Sale of 150 machines @ Rs. 440 each 
15% of Rs. 400 per machine (Rs. 60 X 150 machines) 9,000 

40% of Rs. 40 per machine (Rs. 16 x 150 machines) 2,400 

Slock of 50 machines taken over @ Rs, 396 each 
15% of Rs. 396 per machine (Rs. 59.40x50 machines) 2,970 

14,370 


Problem 11, Roy of Calcutta sends 100 sewing machines on 
consignment to Malik of Patna. The cost of each machine is Rs, 130 but 
the invoice price is at the rate of Rs. 160 each. Roy spends Rs. 400 on 
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packing and despatch, Malik receives the consignment and immediately 
accepts Roy’s draft for Rs. 8,000, Subsequently, Malik informs Roy 
that 80 machines have been sold at Rs. 175 each. Expenses paid by 
Malik are : Freight Rs. 600 (Calcutta to Patna) ; Godown rent Rs. 50 ; 
and Insurance Rs. 100. Malik is entitled to a commission of 6 per cent 
on sales and per cent as del credere commission. 

Give Journal entries with narration in the books of Roy. 

(I.l.B. Part /, April I9t0 ) 

Solution? 

IN THE BOOKS OF ROY 
JOURNAL ENTRIES 

Debit Credit 

SI. Particulars L F. Amount Amount 


I. ■ Consignment to Patna A/c Dr. 

To Goods sent on consignment 
A/c 


(Being 100 sewing machines sent on 
consignment to Malik of Patna at the 
invoice price of Rs. 160 each) 


2’.' 

Consignment to Patna A/c 

To Cash A/c • 

Dr. 


(Being expenses incurred for the pack* 
ing and despatch of goods sent on 
consignment to Patna) 

3. 

Bills Receivable A/c 

To Malik 

Dr. 


(Being a Bill drawn on Malik, received 
duly accepted by him) 

4. 

Malik 

To Consignment to Patna A/c 

Dr. 


(Being the sale of 80 machines by 
consignee @ Rs. 175 each) 

the 

5. 

Consignment to Patna A/c 

To Malik 

Dr. 


(Being the expenses incurred by the 
consignee ? Freight Rs. 600, Godown 
rent Rs. SO, Insurance Rs. 100) 


16,000 

16,000 


400 

400 


8,000 

8,000 


14,000 

14.0CO 


750 

750 
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Consignment to Patna A/c . Dr. - 

To Malik 

(Being commission @ 6% and del- 
credere commission @ 1|% payable to 
Malik on the sale proceeds of 
Rs. 14. COO) 


Consignment stock A/c - Dr. 3,400 

To Consignment to Patna A/c 

(Being value of stock on hand with the 
Consignee valued at Invoice price plus 


a proportionate amount of non-recur- 

ring expenses) 

Workings' 

Rs. 

20 Sewing machines 
- @ Rs. 160 each 

3,200 

Add: 20% of the expenses: 

Packing & 
despatch 400 

Freignt . , 600 

200 


3,400 


Goods sent on consignment A/c Dr. 3,000 

To Consignment to Patna A/c.. 

(Being the excess invoice price over 
cost price @ Rs. 30 per sewing machine ... 
on 100 machines unloaded) 

Consignment to Patna A/c Dr. 600 

To Stock suspense A/c 

(Being~~excess invoice price over cost 
price of unsold stock '© Rs. 30 per 
sewing machines on-20 machines) ' r ’’ 


Consignment to Patna A/c Dr. 1 600 

To Profit & Loss A/c 

(Being Profit on consignment to Patna 
transferred to the- general Profit & 

Loss account) 


Goods sent on consignment A/c Dr. 13 000 

To Trading A/c 

(Being the actual cost of goods sent " - 
on consignment transferred to Trading 
account) 


1,050 


3,400 


3,000 


600 


1,600 


13,000 
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Workings: 

Calculation of Profit on consignment to Patna: 


Dr. 

CONSIGNMENT TO PATNA ACCOUNT 

Cr. 

sT 

Particulars Amount 

SI. 

Particulars 

Amount 

1 . 

To Goods sent on 

Rs. 

4. 

By Malik 

Rs. 

14,000 

2. 

consignment A/c 

To Cash (expenses) 

16.C00 

4C0 

7. 

(Sales proceeds) 

By Consignment . 

5. 

To Malik (expenses) 

750 


stock A/c 

3,400 

6. 

To Malik (commission) 1,050 

8.- 

By Goods sent on 


9. 

10. 

To consignment stock 
suspense A/c 

To Profit & Loss A/c 
( Balancing figure) 

600 

1,600 

20,400 


consignment A/c 

3,000 

20,400 


Problem 12. A of Ahmedabad consiged to B of Bombay 100 cases 
of goods which cost him Rs. 50 per case. He incurred R$. 60 for Railway 
freight, Rs. 20 for Carnage and Rs. 50 for Packing. Some of the cases 
were damaged in transit and insurance claim made was settled for 
Rs. 200, A agreeing to accept the damage. The damaged goods were sold 
for Rs. 500. 

B took delivery of 95 cases only. He spent Rs. 70 for Cartage, 
Godown rent, etc., and sold the consignment for Rs. 60 per case. He 
sent the sale proceeds to A, after deducting expenses and his commission 
at 5%. 

Show the Consignment account and B’s account in A’s books. 

{I.I.B. Part /, May 1967 ) 

Solution: 

Ledger Accounts in the Books A 

Dr. CONSIGNMENT TO BOMBAY ACCOUNT Cr. 


Particulars 


Amount 

Particulars Amount 



Rs. 


Rs. 

To Goods sent on 



By Insurance Company 

200 

Consignment A/c 
' (100 cases @ 



By Cash : 

(Sale of damaged goods) 

500 



5,000 

By B : 



Rs. 


(Sale proceeds of 95 


Railway freight 

60 


cases @ Rs. 60 each) 

5,700 

Carriage 

20 




Packing 

50 

130 



Total c/rd. 


5,130 

Total c/fd 

6,400 


F.S.B.K, 6 83—23. 
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Total b/fd 5,130 

To B (Cartage, Godown 

rent, etc.) 70 

To - B (5 % commission on the 
sale proceeds bfRs, 5,700) 285 

To Profit & Loss A/c 

(Profit) 915 

v6,400 


Dr. 

B’s ACCOUNT 

Cr. 

Particulars 

Amount Particulars 

Amount 


Rs. 

Rs. 

To Consignment to 

By Consignment to Bombay 

70 

'"Bombay A/c" 

5,700 A/c (Expenses) 

(Sale proceeds) 




'Ey Consignment to Bombay 

.285 


A/c (Commission) 


By Bank (Remittance) 

5345 


5,700 

5,700 



~ ra — 

GOODS 

SENT ON CONSIGNMENT ACCOUNT 


Dr. 


Cr. 

Particulars 

Amount Particulars 

Amount 


Rs. 

Rs. 

To Trading A/c 

5,000 By Consignment to Bombay 
A/c (100 cases ® Rs. 50 



-each) 

5,000 


"5,000 

-5300 



ZS5 SE55 


Problem 13. H. Ltd. forwarded on 1st July 1972,, 1 00 bicycles to 
B of Bombay at an invoice price of Rs. 200, the cost of each cycle being 
Rs. 150. It paid Rs. 1,000 for freight and insurance. On receiving the 
consignment B accepted a draft for 3 months drawn by H for Rs. 10,000. 
B paid Rs. 400 as rent and Rs. 250 as further expenses. By 3 1st Decem- 
ber 1972 B had disposed of 80 bicycles at Rs. 205 each. B charges 6 per 
cent as commission. 

Show ledger accounts in the books of H. Ltd. who closes its 
accounts on 3lst December. 

(I.l.B. Part I, May 1973) 


'CONSIGNMENT ACCOUNTS 

Total b/fd 6,400 


6,400 
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Solution: 

Ledger Accounts in the Boohs of H. Ltd, 

"CONSIGNMENT TO BOMBAY ACCOUNT 
Dr. Cr. 

Date Particulars Amount Date . Particulars Amount 

1972 Rs. 1972 Rs. 

July 1 To Goods sent on Dec. 31 By B (Sale Proceeds) 16,400 

consignment A/c 20,000 Dec. 3 1 By Consignment 
July 1 To Cash (Expenses) 1,000 stock A/c 4,200 

July 1 To B (Expenses) 650 Dec. 31 By Goods sent on 

Dec. 31 To B (Commission) 984 consignment A/c 5,000 

Dec. 31 To Consignment stock 

suspense A/c 1 ,C00 

Dec. 3! To Profit &• Loss A/c 

(Balancing figure) 1,966 

25,600 ' 25,600 



GOODS SENT ON CONSIGNMENT ACCOUNT 

- 

1972 

Rs, 

1972 

Rs. 

Dec. 31 

To Consignment to 

July 1 By Consignment to 



Bombay A/c 5.0C0 

-Bombay A/c 

-20,000 


- (Difference between 
Invoice value and 
cost) 

(Invoice price) 


Dec. 31 

To Trading A/c 15,000 




20,000 


20,000 


*====«= 


=3=3=3 
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jDr. 


Date Particulars 


CONSIGNMENT A -COUNTS 
B’s ACCOUNT Cr 


Amount Date Particulars Amount 


1972 Rs. ' 1972 Rs 

Dec. 31 To Consignment to July i B y Bills Receivable 

Bombay A/c A/c ■ inrrn 

(oales proceeds) 16,400 July 1 By Consignment to 5 

Bombay A/c: 

. - ’ Rent . R S . 4C0 

Expenses Rs. 250 650 

Dec. 31 By Consignment to 
Bombay A/c 

(Commission) 984 

Dee. 31 By Balance c/d > 4,766 

( Amount receivable ) 

16,400 



BILLS RECEIVABLE ACCOUNT 


1972 

•July 1 To B 

Rs. 

10,000 

1972 

Oct. 4 By Cash 

Rs. 

10,000 

Wnrlriurr/-.*' 

10,000 


10,000 


JOURNAL ENTRIES IN THE BOOKS OF B. Ltd. 


Date 


Particulars 


-1972 

My 1 Consignment to Bombay A/c Dr 

To Goods sent on consignment A/c 
(Being 100 cycles sent rm ■ 
to B of Bombay m Si ? n cons >g™tent 

R Sl 200eachg cr c ) lhe mV0,Ce «f 

Ju,y 1 

(Being expenses incurred o 
stngnment of goods t0 0 COn ' 


L F. ® e bi( Credit 
Amount Amount 


Rs. 

20,C00 


Rs. 

20,000 


1, COO 


1,000 
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Rs. 

10,000 
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1972 
July 1 


July 1 


Oct. 4 


Dec. 31 


Dec.. 31 


Dee. 31 


Dec. 31 


Bills Receivable A/c Dr. 

ToB 

(Being a bill drawn on B, received duly 
accepted by him for a period of 3 
months, due on 4th October, 1972) 


Consignment to Bombay A/c Dr. 
To B 

(Being expenses incurred by the con- 
signee— Rent Rs. 400 and Expenses 
Rs. 250) 


Cash A/c Dr. 

To Bills Receivable A/c 
(Being the Bills Receivable met on the 
due date) 

B Dr. 

To Consignment to Bombay A/c 
(Being the sale proceeds of 10 biejeles 
© Rs. 205 each) 

Consignment to Bombay A/c Dr. 

To B 

(Being commission payable to B ® 6% 
on the sale proceeds of Rs. 16,400) 


Consignment Stock A/c Dr. 

To Consignment to Bombay A/c 
(Being value of stock on hand with the 
consignee valued at invoice price plus a 
proportionate amount of non-recurring 
expenses as detailed here 6cfow : 

20 Cycles ® Rs. 200 each Rs. 4,000 

Add 20% of expenses 

amounting to Rs. 1,000 Rs. 200) 


650 


10,000 


16,400 


984 


4,200 


Rs. 

10,000 

650 


10,000 

16,400 

984 

4,200 


5,000 

5,000 

(Being the excess of invoice price over 
cost price © Rs. 50 per cycle on 100 
bic>clc$ unloaded) 


Goods Sent on Consignment A/c Dr. 
To Consignment to Bombay A/c 



CONSIGNMENT ACCOUNTS 


, RS. R-S. 

Dec, 31 Consignment to Bombay A/c : Dr. 1,000 

To Consignment stock suspense A/c 1,000 

(Being the excess of invoice value over 
cost price of unsold stock @ Rs. 50 per 
cycle on 20 cycles adjusted) : 

Dec, 31 Consignment to Bombay A/c . Dr. 1,966 

To Profit & Loss A/c 1,966 

(Being profit on Bombay Consignment 


transferred to the general Profit & Loss 
account) 


15,000 

15,000 


Problem. 14 On 1st September 1974 goods of the . value of Rs 
1,00,000 were consigned by Mr. Patankar of Bombay tb Mr. Mahadev, 
Ills Calcutta Agent at pro forma invoice price of 20%. profit on cost. Mr. 
Patankar paid insurance and forwarding charges Rs. 6,000. Mr. Mahadev 
was allowed Rs. 3,000 per annum towards establishment expeneses, 4% 
commission on gross sales and 4% del-credere commission. Mr. Mahadev 
paid Rs. 1,100 for Cartage, Rs. 2,000 for Godown rent and Insurance and 
incurred other Sundry Expenses of Rs. 900 in. relation to the consigned 
goods. 90% of the goods' were sold at a profit of 33$ % on cost. 5% of 
the goods were destroyed by. fire. An insurance claim of Rs. 8,000 was 
received from the Insurance Company by Mr. Mahadev. The balance 
5% of the goods was taken over by Mr. Mahadev at a valuation-of 
Rs. 6,000. The accounts were settled- on 3 1st December, 1974. Show 
the Consignment Account and Consignee’s account in the books of Shri 
Patankar. 

( IJ.Bi Part T, November 1975) 


Dec. 31 Goods Sent on Consignment A/c Dr. 
To Trading A/c 

(Being the actual cost of goods sent on 
consignment transferred to the 1 rading 
A/c) 
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Solution : 

Ledger Accounts in the Books of Pataukar 

CONSIGNMENT TO CALCUTTA ACCOUNT 
Dr. Cr. 


Date 

Particulars Amount 

Dale Particulars Amount 

1974 

Rs. 

1974 ' Rs. 

Sept. 1 

To Goods sent on 

Dec. 31 By Mahadev 


consignment A/c 1,20,003 

(Sale proceeds) 1,20,000 

Sept. 1 

To Bank (Insur* . 

Dec. 31 By Mahadev 


ance and for- 

(Insurance.claim) 8,000 


warding charges) 6,000 

Dec. 31 By Mahadev 

Dec. 31 

To Mahadev 

(Stock taken over) 6,000 


(Establishment . 

Dec. 31 By Goods sent on 


expenses for 4 
months @ Rs. 

3,000 per annum) 1,000 

consignment A/c 20,000 

Dec. 31 

To Mahadev : 

Rs, 

Cartage 1J100 

Godown rent 
&. Insurance 2,000 



Sundry - 

expenses 900 4,000- 


Dec, 31 

To Mahadev : 



(Commi'sion © 

4% on the gross 
sale proceedsxjf 

Rs. 1,26,000) 5,040 


Dec. 31 

To Mahadev : 

(Del-credcre- com- 
mission on the sale 



proceeds of Rs. 

1,20,000 ©4%) 4,800 


Dec. 31 

To Profit & Loss 

A/c 1\160 



1,54,000 

1,54,000 


*= = = = 



Working Notes ; 

1. Sales Proceeds ; 

90% of the goods were sold at a profit of 331% on cost. Therefore, 
the sale proceeds v.ill be : 
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Cost of 90% of the goods 
Add : Margin of 3 

Sale Proceeds 

2. Accidental Loss : 

Cost of 5% of the goods 
Add : 5% of the undernoted 
expenses : 

Insurance & forwarding 
charges 
Cartage 
Insurance, etc. 

Sundry expenses 


Total loss 


Rs. 

90.000 

30.000 


1,20,000 

Rs. 

5,000 


Rs. 

6,000 

1,100 

2,000 

900 

10,000 


500 


5,500' 


As the amount of Insurance claim received is Rs. 8,000, the excess 
amount of Rs. 2,500 represents profit. Therefore, the total amount received 
trom Insurance Company has been credited to the Consignment account. 

3. Commission and del- credere Commission : 

Commission is calculated on the gross sale proceeds, i.e., Rs, 1 ,20,000 
the sale proceeds and Rs. 6,000 stock taken over by the Consignee. 

Rs. 1 20 d 000 edere commission is calculated only on the sale proceeds of 

Dr. 


MAHADEV ACCOUNT 


Cr. 


Date Particulars Amount Date 


Particulars 


Amount 


1974 Rs. 

Dec. 31 To Consignment 

to Calcutta A/c 

np . „ (Sales proceeds) 1,20,000 
i>ec. jj j o Consignment 
to Calcutta A/c 

Dec. 3, £S3E2Sy° 8 - 000 
to Calcutta A/c 
(Stock taken over) 6,000 


Rs. 


1,34,000 


1974 

Dec. 31 By Consignment 

to Calcutta A/c : 
Establishment 
expenses 1 000 

Cartage 1,100 

Godown rent & 

Insurance 2,000 
Sundry expenses 900 
Commission 5,040 
Del-credere 
commission 4,800 
Dec. 31 By Bank (Cheque 

received) 1,19,160 
1,34,000 



CONSIGNMENT ACCOUNTS 

Dr. GOODS SENT ON CONSIGNMENT ACCOUNT Cr. 
M, Particulars Amount Da te ■ Particulars Amount 

1974 • Rs. W4 ' R 5 - 


1974 • Rs. 

Dec. 31 To Consignment to 
Calcutta A/c 
(Difference 
between Cost'and 
Invoice value) 20, COO 
Dec. 31 To Trading A/c 1,00,000 


Sept. 1 By consignment to 
Calcutta A/c . 

(Invoice value) 1,20,000 


Problem 15. Excel Chemicals Ltd. consigned to National Chemi- 
cals Company 2,0 CO kgs. of a chemical. The cost of chemical anti freight 
thereon were Rs. 18 and Re 1 per kg. respectively. 

An Account Sales was received from the consignee showing 
1,000 kgs. sold at Rs. 3> per kg. Sales expenses amounted to Re. 1 per 
kg , insurance Rs. 1,000, brokerage at 10% and consignee’s commis«on 
at 2 (%. Th«»y also reported a shortage of weight of 40 Kgs. on the 
whole consignment, which was due to the inherent quality of the 
chemical. 

Show the Consignment Account and the Consignee’s Account in the 
books of the Consignor. (I.I B. Part /, October 1976) 

Solution! 

Ledger Accounts in the Books of Excel Chemicals Ltd. 

CONSIGNMENT (to National Chemicals Company; ACCOUNT 
Dr. Cr. 


Particulars Amount Date 


To Goods sent on Rs. 

consignment A/c 
(2,000 kgs. @ 

Rs. 18 per kg ) 36,000 

To Bank 
(Freight on 2,000 
kgs. @ Re. 1 per kg.) 2,000 
To National Chemicals Co. 

(sales expenses on 1,000 
kgs. @ Rc. 1 per kg.) l.OCO 
Insurance 1,000 

Brokerage (10% of sales 
proceeds of Rs. 3 2,000 1 3,200 

Commission (2$% of sates 
proceeds of Rs. 32,000) 8C0 

To Pro&t & Loss A/c 7,102 


By National Chemical 
Co (Sales proceeds of 
1,000 kgs. @ Rs. 32 
P- r kg.) 

By Stock on consign- 
ment Account 


5} f W2 
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})r, NATIONAL CHEMICALS COMPANY’S ACCOUNT G\ 


Date .Particulars' Amount Date Particulars Amount 



Rs, 


Rs. 

To Consignment A/c 32,000 
(Sales proceeds) 

By Consignment A/c: 
Sales expenses 
Insurance 

Brokerage 

Commission 

By Balance c/d 

1,000 

1,000 

3.200 

800 

26,000 


32,000 

ttf CT-t 


32,000 

GOODS SENT ON CONSIGNMENT ACCOUNT 


Rs. 


Rs. 

To Trading A/c 

36,000 ‘ 

By Consignment A/e 

36,000 


36,000 

trrns stt rrs 


36,000 


STOCK ON CONSIGNMENT ACCOUNT 


Rs. 

To Consignment A/c 19,102 

19,102 

rr: 

Working Note: 

Stock on Consignment 


Chemicals consigned 2,000 kg. 

less: Normal Loss <K) kg. 

Quantity reached to the 

Consignee 1,960 kg, 

Chemicals sold 1,000 kg. 

Unsold stock with the 
Consignee 960 kg. 


Rs. 39,000 is the cost of 1,960 kg. 
Therefore, the cost of unsold stool 

39.000X96! 


By Balance c/d 

Rs." 

19,102 

19,102 

V-2ET «2« 

Cost of chemicals 


, consigned 

i; )' 

Add: Freight 

2,000 

Insurance" 

1,000 

Total cost of 

chemicals 

consigned 

39,000 

af chemicals 
of 960 kg. will be 
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Problem 1 6. Jyotimal of Calcutta consigned 50 cases of cotton- 
piece goods costing Rs. 2 000 each to Ziauddin of Dacca. 

Jyotimal paid the « following expenses in connection with the 


consignment : 

Rs 

Carriage 2,500 

Freight l9iOCO~ 

Loading charges 3,500 

Ziauddin sells 30 cates at Rs. 3,500 each and incurs the following 
expenses : 

Landing charges * * 3.C00 

Warehousing and storages 5,000 

. ' Packing and selling expenses 4,000 


It is found that 2 cases have been lost in transit and 3 cases are still 
in transit. 

Ziauddin is entitled to a commission of 10% on gross sales. 

Draw up the Consignment Account in the books of Jyotimal and 
Jyotimars Account in the books of Ziauddin. 


(.1.1. B. Part I, April, 1979) 
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Solution: 

Xedger Accounts in the Books of Jyotimal 


CONSIGNMENT TO DACCA ACCOUNT 


Dr. 




Cr. 

Particulars 

Details 

Amount 

Particulars 

Amount 


Rs. 

Rs. 

- ; 

Rs. 

To Goods sent 


- 

By Ziauddin : 


on consign- 



(Sale of 30 cases 


ment A/c 


' 

of cotton piece 


(50 cases of 



goods @ 


cotton-piece 



Rs. 3.500 


goods @ 



each) 

1,05,000 

Rs. 2,000 each) 

1,00,000 

By. Abnormal 


To Cash : 



loss a/c 

. 5,000 

Carriage 

2.500 


By Goods in 


Freight 

19,000 


transit A/c 

7,500 

Loading 



By Consignment 


charges 

3,500 


Stock A/c 

38,500 



25,000 


% 

To Ziauddin : 





Landing 





charges 

3,000 




Warehousing 

• 




and storages 

5,0C0 





Packing and 

selling expenses 4,000 12,000 


To Ziauddin: 
Commission 

m 10 % 

on the sales 
- proceeds of 
Rs. 1,05,000) 

To Profit & 
loss a/c 

( Balancing figure) 


10,500 

8,500 
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Working Notes: 
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1. Abnormal Loss 

Cost of 2 cases which ha\e been lost 

Rs. • 

Rs. 

in transit @ Rs. 2, COO each 

Add: Proportionate (2/50th or 4%) of 


4,000 

the undernoted non-recurring 
expenses : 



Carriage 

2,500 


Freight 

' 19,000 


Loading charges •. 

3,500 



25.000 

1,000 



5,000 

2. Goods in transit 1- 

Cost of 3 eases which arc still in 

Rs. 

Rs. 

transit @ Rs. 2,000 each 

Add : Proportionate (3/50th or 6%) of 
the undernoted non-recurring 
expenses: 


6,000 

Carriage 

2,500 


Freight 

19,000 


Loading charges 

3,500 



25,000 

- 1,500 



7,500 

3. Consignment Stock: 

Cost of the bihnee IS cases @ 

Rs. 

Rs. 

Rs. 2.0CO each 

Add: Proportionate (15/50th or 30%) 
of the undemoted non-recurring 
expenses: 


30,000 

Carriage 

2,500 


Freight 

19.0U0 


Loading charges 

3,500 


Add t Proportionate ( 1 5/45th or 3 4%) 
of the landing charge', because 
only 45 eases were landed at 

25,000 

7,500 

Dacca. 

3,000 

1,000 


38,507 
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Ledger Account in the Books of Jyotxmal 
n r ZIAUDDIN’s ACCOUNTS Cr. 


Particulars Amount Particulars Amount 


Rs. 

To Consignment to 

Dacca a/c 1,05,C00 


1,05,000 


Rs. 

By Consignment to Dacca 
A/c (expenses incurred 
by them) 

By Consignment- to Dacca 
A/c (Commission @ 10%) 

By Balance c/d 

1,05,000 


12 , 000 ' 

10.500 

82.500 


Ledger Accounts in the hooks of Ziauddin 

Dr. JYOTIMAL’s ACCOUNT Cr. 


Particulars ‘ 

Details 

Amount 

Particulars 

Amount 


Rs. 

Rs. 


Rs. 

To Cash: . 
Landing 
charging 
Wcarchousing 
■ and storages 
Packing and 
selling 
expenses 

3.000 . 

5.000 

4.000 

12,000 

By Cash/Consign- 
ment debtors A/c 
(Sale of 30 eases 
at Rs. 3,500 ■' 

each 

1,05,000 

To Commission: 





(@ 10% on 
gross sale 
proceeds of 

Rs. 1,05,000) 

To Balance c/d 


30.500 

82.500 
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Problem 17. Mr. X of Bombay sent goods on consignment to'Mr. 
Y of Ahmedabad on 30th August 1930. The cost of the goods was 
Rs. 60,000 but the invoice was made out at cost plus 25%. Mr. X incurred 
Rs. 5,000 as expenses. 

Mr. Y received the goods on 4th September 1980 and immediately 
sent a promissory note for Rs. 3Q.0C0. He had to spend Rs. 6.0C0 as 
expenses. 

On 31st December 1980 Y sent an account sales showing that 3/4 
(three fourth) of the goods has been sold for Rs. 70,000 and 1/4 (one 
fourth) was still in stock. 

Mr. Y is entitled to a commision of 6%. Mr. Y is also entitled to 
reimbursement of expenses. Along with the Account Sales, the necessary 
remittance was enclosed, A customer who had purchased goods on credit 
to the extent of Rs. 5, COO would not pay. 

Please show the following accounts in the Book of Mr. X — 

(t) Consignment to Ahmedabad A/c. 

(2) Goods sent on Consignment A/c. 

(3) Stock on Consignment A/c. 

(4) Consignment Stock Reserve A/c. 

(5) Mr. Y’s A/c. 

(l.I.B. Part I, April 1981 ) 

Solution: 

Ledger Accounts in the Boohs of Mr. X 

Dr. (1) CONSIGNMENT TO AHMEDABAD ACCOUNT Cr . 
Date Particulars Amount Date Particulars Amount 


1980 Rs. 

Aug. 30 To goods sent on 

cOnsignmcdt A/c 75,000 

(Invoice Price) 

To Cash (expenses) 5, GOO 
Dec. 31 To Y (expenses) G,0C0 

To Y (Commission 
(a 6% on 

Rs. 65,000) 3.9C0 

(as per working 
note No. : 2) 

To Y (Bad debts) S.0C0 

To -Consignment 
stock reserve A/c 
(Unloading of 25% 
on cost in the -value 3,750 
of stock) (as per 
working note : 1 
To Pro5t &. Loss A/c 6,350 


1980 Rs. 

Dec. 31 By Y (Sale proceeds 

of 3/4 of the goods) 70,000 
By Stock on con- 
signtnct A/c 
(i th of the goods 
at Invoice Price) 20,000 
[as per working 
note : 1] 

By Goods sent on 
consignment A/c 
(DilTerence of 
Invoice value and 
cost) 15,000 


1,05,000 


1.05,000 
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Working Notes: 

j. Calculation of stock on consignment A/c 

Rs. Rs. 

Cost of 1 /4th of the goods 60,000/4 15,000 

Add : 25% Margin of profit (loading) 3,750 

Add : 1 /4th of the consignor’s expenses 5,000/4 1,250 

20,000 


2. Since sale of Rs. 5,000 has turned out to be a bad debt, no 
commission is allowed to Y on it. As such commission is calculated on 
total sales less bad debts i.e. Rt. 70,000 — Rs. 5,000 .= Rs. 65,000. 

The amount of Bad Debts is debited to the consignment account as 
Dcl.-credcre commission is not allowed. 


(2) 

Dr. 

GOODS SENT ON CONSIGNMENT ACCOUNT 

Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1980 

Dec. 31 To Consignment to 
Ahmcdabad A/c 
To Trading A/c 

Rs. 

15.000 

60.000 

1980 

Aug. 30 By Consignment to 
Ahmcdabad A'/c 

. Rs. 

75,000 



75,000 


75, COO 

(3) 

STOCK ON CONSIGNMENT ACCOUNT 


IJ80 

Dec. 

31 To Consignment to 
Ahmcdabad A/c 

Rs. 

20,000 

I9S0 . 

By Balance c/d 

Rs. 

20,000 



20,000 


20,000 

(4) 

CONSIGNMENT STOCK RESERVE ACCOUNT 


1980 

Dec. 

31 To Balance c/d 

Rs. 

3,750 

1980 

Dec. 31 By Consignment to, 
Ahmcdabad A/c 

Rs. 

3,750 


3.750 


10 IKT venture accounts 
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(5) Y's ACCOUNTS 

Dr. ' Cr. 


Date Particulars Amount Date Particulars Amount 


1980 


1980 


Rs. 


Dec* 31 To Consignment to 
Ahmedabad A/c 
(Sale oHMth of 
the goods) 


Sept. A By Bills Receivable 


70,000 - A/c 

30,000 

Dec. 31 By Consignment to 
Ahmedabad A/c _ 
(Expenses) 

6,000 

By Consignment to 
Ahmedabad A/c 
(Bad Debts) 

5,000 

By Consignment to 
Ahmedabad A/c 
(Commission) 

3,900 - 

[As per Working 
Note No. 2) 


By Bank 

(Remittance) 25,100 


70,000 


70,00 0 


B 

JOINT VENTURE ACCOUNTS 

Problem 1. Write a short note on Joint Venture. 

(I.7.B. Part /, November 1970) 
Or 

What is Joint Venture 7 Describe the various methods for recording 
the transactions on account of a Joint Venture. 

Solution, Joint Venture is a temporary partnership between two 
or more persons who undertake jointly to complete a particular adventure, 
e.g.. Joint Consignment of goods, underwriting of shares or debentures of 
a new Joint Stock Company, Construction of a Building jointly, purchase 
and sale or Plots, Cars, etc., and other similar temporary or seasonal busi* 
ness enterprise. The partners to a joint venture are called 'Co-venturers'. 
They agree to contribute a specific amount of capital and to share profits 
or losses in equal proportions or in any other agreed proportion. 

Such arrangement may be limited to one transaction or may extend 
to a number of transactions. It may even he limited by reference to a 
period of time. 

There arc four different ways of raimtaimng the accounts of a Joint 
Venture : 

1. Accounts to be kept by one of the Co-venturers. ^ 

P.S.B.K. 6*81—24 
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2. Accounts to be kept by all the Co-venturers. 

3. Accounts -to be kept separately by opening a separate Joint 
Bank Account. 

A, Bach Co-venturer recording only his own transactions. 

First Method. One of the Co-venturers is entrusted the whole of 
the work of the Joint-Venture. Other Co- venturers contribute their share - 
of investment. The person so appointed is given a commission or remu- . 
neration for his work. He keeps the complete accounts of the joint venture 
and, at the end of the joint venture; a scertains the profit or loss of the 
venture. The other Co-venturers are paid the amount contributed by 
them adjusted for their share of the profit or loss. 

ACCOUNTING TREATMENT 


Transactions Account to be Account to be 

Debited' Credited 

Amount received from other 

Co-venturers Cash/Bank Co-venturers 

For purchasing goods for cash Joint Venture Cash/Bank 

For purchasing goods on 

credit Joint Venture Suppliers 

For -supplying goods from 

his own stock Joint Venture Goods 


‘For goods -supplied by Co- 


venturers 

Joint Venture 

Co-venturers 

For expenses incurred 

Joint Venture 

Cash/Bank 

For making cash sales 

Cash/Bank 

Joint Venture 

For goods sold on credit 

For the commission earned 

Purchaser's 

Joint Venture 

by him 

For the stock in hand taken 

Joint Venture 

Commission 

over by him 

For stock taken over by 

Goods 

Joint Venture 

Co-venturers 

For the profit on joint 

Co-venturers 

Joint Venture 

venture 

Joint Venture 

Profit and Loss 
(his own share) 
Co venturers 

For Loss on joint venture 

On completion, for remitt- 
ing the amount due to 

Profit and Loss 
this own share) 
Co-venturers 
(their shares) 

(their shares) 

Joint Venture 

Co-venturers 

Co-venturers 

Cash /Bank 
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Second Method. All the Co-venturers keep the accounts relating 
to the ' Joint Venture. Each of them opens the accoms of other Co- 
venturers and a Joint Veuture Account. 

ACCOUNTING TREATMENT 


Transactions 

Account to be 
Debited 

Account to be 
Credited 

For cash purchase of goods by 
him 

Joint Venture 

Cash/Bank 

For credit purchase of goods 
by him 

Joint Venture 

Suppliers “ 

For expenses incurred by him 

Joint Venture 

Cash/Bank 

For goods purchased by other 
Co-venturers 

Joint Venture 

Co- venturers 

For expenses incurred by Co- 
. venturers 

Joint Venture 

Co-venturers 

For goods sold by him for 
cash 

Cash/Bank 

Joint Venture 

For goods sold by him on 
credit 

Purchaser’s 

Joint Venture 

For goods sold by the 
Co-venturers 

Co-venturers 

Joint Venture 

For profit on Joint Venture 

Joint Venture 

Profit and Loss 

For loss on Joint Venture 

Profit & Loss 

(his own share) - 
Co-venturers 
(their shares) 

Joint Venture 

For the final settlement with 
the Co-venturers : 

(his own share) 
Co-venturers 
(their shares) 


(a) for receiving the amount 

due from Co-scnturcrs 

Cash/ Bank 

Co-venturers 

(61 for remitting the amount 

due to other Co-venturers 

Co-venturers 

Cash/Bank 


Third Method. The Co-venturers open a Joint Bank Account, by 
paying their share of investment in this account. AU the payments on 
account of Joint Venture are made out of the Joint Bank Account. 

A separate set of books is maintained for the Joint Venture. 
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ACCOUNTING TREATMENT 


Transactions 


Account to be 
Debited 


For amounts contributed 
by the Co-venturers 

For purchase of goods on 
cash 

For purchase of goods on 
credit 

For expenses incurred 

For cash sales proceeds 

For credit sales 

For stock taken over by the 
Co-venturers 

If there is profit on Joint 
Venture 


Account to be 
Credited 


Joint Bank 
Joint Venture 


Co-venturers 
Joint Bank 


Joint Venture 
Joint Venture 
Joint Bank 
Purchasers’ 


Suppliers’ ' 
Joint Bank 
Joint Veuture 
Joint Venture 


Co-venturers 
Joint Venture 


Joint Venture- 


If their is Joss on Joint 
Venture 


For settlement of the account 
of each Co-vcnturcr, i,e., 
for making payment of the 
amount due to them 


Co-venturers 
fin their profit 
sharing ratio) 


Co-venturers 
(in their prol 
sharing rati< 
Joint Venture 


Co-veriturers 


Joint Bank 


balanccYs^eft T the Jm^t BankAa-ount, 10 C °' vcnturcrs arc settled, 


Fourth Method FtpU „„ . 
actions relating to him. H W f J^fm y CP J a rCCOrd ofthc lrai 
the amounts contributed by him to the 1 aCCOUnt ’ 10 whi 

account arc debited or credited J Venture or received on 


Account is made in which the a Me . m °randum Joint Vcnti 

Co-venturer arc included. This account^ received or paid by eacli of; 
t lie income or expenditure rrlatinc to fheT v co!]cctivc result 

Vcnlurc! CC0Unl AS !%?,* ^ 


(lie Co-vcn^urcf records ^hi^sharc 1 ^ of S n °r ^ lc Joinl . v ™!uro, cad, 

account maintained by him ' P r °ht or less in the Joint Vent 
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ACCOUNTING TREATMENT 


Transactions 

Account to be 
Debited 

Account to be 
Credited 

For goods purchased by him 

Joint Venture 

Cash/Bank/ 

Suppliers’ 

For expenses incurred b> him 

Joint Venture 

Cash/Bank 

For goods sold by him 

For his share of profit 

Cash/Bank/ 

Purchasers' 

' Joint Venture 

(as strived at from 

Memorandum Joint 

Venture Account) 

For his share of loss 
(as arrived at from 
Memorandum Joint 

Joint Venture 

Profit & Loss 

Venture Account) 

For settlement with 

Profit & Loss 

Joint Venture 

Co^vcnturers : 

(0 Amount payable 

Joint Venture 

Co-venturers 

(11) Amount receivable 

Co-venturers 

Joint Venture 


Notes. I. AH the Co*venturers will prepare Memorandum Joints . 
Venture Account with them separately after receiving details from other 
Co-venturers. This account does not form part of the Double Entry 
System. H is a nominal account disclosing profit or loss of the entire 
Joint Venture.’ 

2. Under this method. Joint Venture Account is treated as a 
personal account, indicating the amount due from, or due to other 
Co'Vcnturcrs. 


Problem 2. A and B bought a collection of stamps on joint account. 
It was agreed that A should finance the transaction and should receive- 
at 7J%~pcr annum interest on the sum provided fiora the date of 
purchase to the date he received his share of the proceeds, and B should 
sell the collection and should receive 5% on the amount realised. Any 
amount remaining thereafter be shared equally. B was to bear any 
expenses paid by him. 

The collection was bought on 1st March for a sum of 
Rs. 2,000, A borrowing the amount from a friend at 6% per annum. 
Two months later B sold the same for Rs. 2 500. The expenses of sale 
came to Rs. 50. He cabled the appropriate amount to A, who imme- 
diately repaid the loan. 


You are required to show how the transactions should be dealt with 
in A’s ledger. 

{J.J.B. Pari J, May 1974 ) - 
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Solution*. 

Ledger Accounts in the Books of A 

JOINT VENTURE ACCOUNT 



Date Particulars L-F. Amount Date Particulars L.F. Amount 



Mar. 1 To Cash (Stamps May 1 By B (Sales 

purchased) 2,000 proceeds) 2,500 

May 1 To Interest A/c 

(@ 7£% p.a. on - - 

Rs. 2,000 for 2 

months) 25 ' 

May 1 : To B (Commission 

@ 5% on sales pro- 
ceeds of Rs. 2,500) 125 


May 1 To profit on Joint 

•Venture transferred to: 

Profit & Loss 

A/c share): Rs. 175 

B (£ share): Rs. 175 350 


2,500 2,500 



Notes: (1) Interest on amount borrowed by A from his friend @ 
6% p.a. is personal expense of Mr. A, therefore, it will not be debited to 
the Joint Venture A/c. 

(2) The expenses of sale amounting to Rs. 50 incurred by B is the 
personal expense of Mr. B, therefore, it will not be debited to the 
Joint Venture A/c. 


B's ACCOUNT 



May 1 To Joint Ven- May 1 By Joint Venture 

ture A/c (Sales A/c 

proceeds) 2,500 (Commission) 125 

May 1 By Joint Venture 

A/c (profit)/ . 175 

May 1 By Cash (Balance 
amount received 


by cable) 2,200 
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Dr. FRIEND'S LOAN ACCOUNT Cr . , 


Date 

Particulars L.F.— "Amount 

Date Particulars D.F. 

Amount 

May l To Cash 

2,020 

Mar. 1 By Cash . - 

2,000 




May I By Interest A/c 
(@ 6% p.a. for 

2 months on 
Rs. 2,000) 

20 



2.020 


2,020 

CASH ACCOUNT 

Mar. I 

To Friend’s Loan 
A/c 

2,000 

Mar. I By Joint Ven- 
ture A/c 

"2,000 

Map 1 

To B’s A/c 

2,200 

May 1 By Friend’s 

Loan A/c 

2.020 




May .1 -By.Balance c/d 

180 



4,200 


.4,200 

INTEREST ACCOUNT 



Rs. 


Rs. 

May I 

May 1 

To Friend’s Loan 
A/c 

To Profit & Loss 
A/c 

20 

5 

May 1 By Joint 

Venture A/c 

25 



25 


25 







PROFIT & LOSS ACCOUNT OF A 
FOR THE 2 MONTHS ENDING 
1st May 


Particulars Amount Particulars Amount 


R*. Rs. 

To Net profit c/fd By Joint Venture A/c 175 

to Capital A/c ISO By Interest A/c 5 

ISO 


ISO 










JOINT VENTUREACC0UNTS 

Cr. 

, r\plT^ ACC0^3 — - — ""T"? ArnoM* 

particular — __ - . — n.Afit & L° ss ran 


! to Balance c|d 


B.5. „ profit & Loss 

180 Mayiw^ 


as on lstM^V- - 



Liability 
Capital A l c 


?rrS°SB - h 5 

;harging5% as comm ^ 0 f both the parties- 

« '"£££ necessary accounts » *» (UJ) . P„r, J. May 1973) 
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Solution: 

Ledger Accounts In the Books of A: 

Dr. JOINT VENTURE ACCOUNT Cr. 


Date Particulars L.F. 

Amount Date 

Particulars L F. Amount 


Rs. 

Rs. 

To Good’s (Supplied) 

5.000 

By B (Sales 

To Cash (Expenses) 

400 

proceeds) ] 2,000 

To B (Goods supplied) 

4,000 


To B (Expenses) 

300 


To B (Commission ® 

5% on Rs. 12,000) 

600 


To Profit on joint 



venture transferred to: 

P&LA/c 1,360 
(4/5th share) 

B's A/c 340 

1,700 


(l/5th share) 

— 

— 


12,000 

12,000 


= 5 = =3 

S3 

Dr. 

B’s ACCOUNT 

Cr. 



Rs. 


Rs. 

To Joint Venture 


By Joint Venture 


A/c (Sales 

12,000 

A/c (Goods 

4,000 

proceeds) 

Supplied) 

By Joint Venture 





A/c (Expenses 
incurred) 

300 



By Joint Venture 


* 


A/c (Commission 
earned) 

600 



By Joint Venture 




A/c (l/5th share 
in profits) 

340 



By Bank A/c 




(Amount remitted 
by him) 

{Balancing figure) 

6,760 


I2.0C0 


12,000 






joint venture accounts 


g « Accounts ACCOmn 

r ~~ Dnrtiri 


Cr. 


Particular 


_____ ^ mtTp ^ ticula ILJd ^ 

L.F. — 7 -RS. - 


Rs. 


To A (Goods 

suppled) 

To A (Expenses) 

To Goods A/c 
(Supplied) 

To Cash A/c 

' (Expenses) 

To Commission 
A/c (5% on sale 
proceeds) 


5,000 

400 


Ey Cash A/c 
(Sales 

proceeds) 


12,000 


4,000 

300 


600 


uiw* 

To profit on Joint 
Venture trans- 
ferred to: 
p & E A/c 
( 1 / 5 th Share) 34U 

(4|5th share) 1,36 0^ 


1,700 

12*000 


To Bank A/c 
(Balance 
amount paid to 
him) 


By Joint 
Venture A/c 

/ /~i • J n 


6,760 


(Goods 
supplied) 


By Joint 
Venture A/c 


T ‘ I 

(Expenses 

incurred) 


By Joint 

Venture A/c 

/ a irit. /-l-i ni*<> 


Y Cllvw* ^ - 

(4 /5th share 
in profits) 


6,760 


12,000 


Cr. 

— A’s ACCOUNT 

. Date Partic ulars E.F. /4 mow__ 
L.F. Amo«M _D M iT 


5,000 


400 


1,360 

6,760 


'°'^ vr MUREA , couvTs 


to u 1930 K p Urcha!c . as,s - p ' oCk /os"; 


«*«„.• ■ PP “ rin,ie totfof ■, 

/ 0<ieBoot , ofK 

^^ 0 , N i ^^ ACCO UNT 
~~ 


1 " ,y ‘ 1 ° Purchase, 

Dcc -31 TffSfe ** 
Tormfe ®) 

t ■ A / £«*' S4f " 

ToB (} sC ) 


200 

/.200 


1980 

Dcc - 31 By n (Sales) 


2,800 

2,800 


18.000 



18,000 


1980 _____ 

s'* ' °A ®"' 5 R «*'vab,e ^ 
Dec ;, U ° a 


18,000 


-»4S5s!C 
■ s ~ "« ... 
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Ledger Accounts in the Books of B: 

JOINT VENTURE ACCOUNT 


Date 

Particulars 

Amount 

Date Particulars 

Amount 

1980 


Rs. 

1980 

Rs. 

July 

1 To K (Purchases) 
To K (Freight) 

10,000 

1,000 

Dec. 3 1 By Cash (Sales) 

18,000 


To K (Bill Dis- 
counting charges) 200 


Dec. 31 To Cash (Expenses) 1,200 


To Profit & Loss 



A/c (i share) 

2,800 


To K (^ share) 

2,800 



18,000 

18,000 



=== 5=55 2=5 


It's ACCOUNT 


1980 Rs. 

July 1 To Bills Payable 

A/c 8,000 

Dec. 31 To Bank A/c 

(Balance remitted) 6,000 


14,000 


1980 

Rs. 

July 1 By Joint Venture 


A/c (Purchases) 

io,oco 

By Joint Venture 


A/c (Freight) 

1,000 


By Joint Venture A/c 
(Bill Discounting 
charges) 200 

Dec. 31 By Joint Venture 

A/c (Profit l share) 2,800 

14,000 


, 5. A B & Co. bought goods of the value of Rs. 10 000 

anc sent the same to X Y & Co., to be sold by them on a joint 

RT"o r o’fnrft?H m?diVidCdimo J 2/3rds and >/ Ms They also paW 
fhrR C ,°{nnn 5 ’ lnsl,ran £. < : and cartage and drew on X Y & Co. 

Rs ^2 9^6°°° ° n aCC0UtU ‘ Thc blli was discounted by A B & Co. for 


sales reahsed S' ffnnn^H 500 f° r d ° Ck ducs ’ slora S a rent, etc. 
X Y & Co d R 15,000 Md Sa CS expcnscs Rs * 250 " 


The 

ere defrayed by 
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X Y & Co. forwarded a sight draft for the balance due to 
A B & Co. after charging their sales commission at 5% on gross 
proceeds. 


Show ledger accounts in the books of both the parties. 

(/./ B. Part /, November I960) 

SoJatiqa: 

Ledger Accounts in the Boohs of A B & Co. 

JOINT VENTURE (WITH X Y & CO.) ACCOUNT 
Dr. Cr . 


Date Particulars L.F. 

Amount 

Dale Particulars L.F. Amount 


Rs. 

Rs. 

To Cash (Goods 


By X Y & Co. 

purchased) 

10,000 

(Sales proceeds) 15,000 

To Cash 
(Freight, 
insurance 
and cartage) 

500 


To Bills Receiv- 



able (Discount) 

80 


To X Y & Co. 

(Dock dues, 
storage rent, etc.) 

500 


To X Y & Co. 

(Sales expenses) 

250 


To X Y & Co. 
(Commission 
on sales @ 5%) 

750 


To Profit on Joint 
Venture trans- 
ferred to: 

Profit & Loss 

A/c 

(2/3 rd share) 

Rs 1,94? 
X Y & Co. 
f 3 /3rd sin re) 

Us. 973 

2,920 




* 


15,000 

i c non 
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Dr. 

X Y & Co.’s 

ACCOUNT 

Cr. 

Date Particulars 

L.F. Amount 

Date Particulars L.F. 

Amount 

To Joint Ven- 

Rs. 

By Bills receiv* 

Rs. 

lure A/c (Sales 


able A/c - 

3,000 

proceeds) 

15,000 

By Joint Ven- 

500 


ture A/c 
(Dock dues, 



storage rent, 
etc.). 

By Joint Ven- 




ture A/c 

250 



(Sales expenses) 

By Joint Venture 

A/c (Commission) 

By Joint Venture 

750 



A/c (Profit) 

By Bills receivable 

973 

9,527 

„ 

15,000 


15,000 


«=a = = 


===j 


Ledger Accounts in the Books of X Y & Co: 

JOINT VENTURE (WITH A B & Co.) ACCOUNT 


To A B & Co. 
(purchases of 

Rs. 

goods) 

To A B & Co. 
(Freight, 
insurance and 

10,000 

cartage) 

To A B & Co. 

500 

(Discount) 

To Cash 
(Dock dues, 
storage rent, 

80 

etc.) 

500 

To Cash 


(Sales expenses) 

250 


Rs. 

By Cash (Sales 
proceeds) 15,000 


Total c/fd 11,330 


Total c/fd 15,000 
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Total b/fd 11,330 
To Commission 
(5% on Sale 

proceeds) 750 

To Profit on Joint 
Venture trans- 
ferred to: 

Profit & Loss 
A/c(!/Jrd) 973 
A B & Co. 

(2/3rd) 1,947 

2,920 

15.000 


Total b/fd 15,000 


15.0CO 


A D & CO.’s ACCOUNT 

Dr. - Cr. 


Date Particulars L.F. 

Amount Date 

Particulars L.F . 

Amount 


Rs. 


' Rs. 

To Bills payable 

3,000 

By Joint Venture 


To Bills 

9,527 

(Purchase of 
goods) 

10,000 



By Joint Venture 




(Freight, 
insurance and 
carlagc) 

500 



By Joint Venture 




(Discounting of 
bills) 

SO 



By Joint Venture 
(Profit) 

1.947 


12,527 


12,527 


•3 de 



Problem 6. A, B and C enter into Joint Venture to share Profit 

and Loss as 5 : 3 : 2. No separate set of books is maintained. 

Amount 

contributed and received by 

different venturers are given below : 



A 

B 

C 


Rs. 

Rs. 

Rs. 

Cost of Materials 

20,000 

10.CCO 

— 

Expenses 

3, GOO 

1,000 

2, COO 

Sale proceeds received 

— 

7,000 40,000 

Stock taken over 

*- 

2,000 

** ~ v ' 
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Prepare, in the books of A only, the following Accounts : 

(i) Joint Venture A/c (2) Co-Venturer’s Accounts. 

{1.1. B. Part 1 , October 1980) 

Solution: 

Dr. JOINT VENTURE ACCOUNT Cr. 


Date Particulars L.F. Amount Dale 

Particulars L.F. 

Amount 


Rs. 


Rs. 

To Purchases (Material) 

20,000 

By B (Sales) 

7,000 

To B (Materials) 

10,000 

By C (Sales) 

40,000 

To Cash (Expenses) ■ 

3,000 ■ 

By B (Stock taken 


To B (Expenses) 

1,000 

over) 

2,OCO 

1 o C (Expenses) 

2,000 

By C (Stock taken 

y 

To Profit & Loss A/c 
(5/ 10th share) 10,000 


over) 

7,000 

To B (3/1 0th share) 6,000 


- 


To C (2/1 0th share) 4,000 

20,000 




56,000 


56,000 


CO-VENTURERS ACCOUNTS . 


Date Particulars B's C's Date Particulars B’s Cs 

Amount Amount Amomt Amomf 


Rs. Rs. 

To Joint Ven- 
ture A/c (Sales) 7,000 40,000 

To Joint Ven- 
ture A/c (Stock 

taken over) 2,000 7,000 

To Balance c/d 8,000 


17,000 


47,000 


By Joint Venture 
A/c (Materials) 

By Joint Venture 
A/c (Expenses) 
By Joint Venture 
A/c (Profit) 

By Balance c/d 


Rs. 

Rs. 

10,000 

— 

1,000 

2,000 

6,000 

4,000 

— 

41,000 
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Problem 7, Mr. Vishwanath of Bangalore and Mr. Patil of 
Bombay decided to enter into a joint-venture sharing profit and loss in ‘ 
the ratio of 3 : 2. Accordingly Mr. Vishwanath purchased 1,000 metres 
of Mysore silk at Rs. 24 per metre and sent it to Mr. Patil for being sold 
at Bombay with freight 'tO'pay' of Rs. 800, after spending Rs. 350 to- 
wards packing and forwarding. Mr. Patil cleared the goods and incurred 
a sum of Rs. 150 towards local carting, coolie charges. Mr. Patil sold 900 
metres at Rs. 30 per metre after incurring selling expenses or Rs. 253. 
Mr. Vishwanath drew a Bill for Rs. 24,000 with 3 months usance which 
Mr. Patil returned back duly accepted. Mr. Vishwanath discounted the 
same with his bank. (Discount charges: Rs. 960). . 

Mr. Vishwanath took over the remaining stocks at cost plus 10% 
(Ignore expenses on rebooking of stocks to Bangalore). 

, Mr. Vishwanath is also entitled to commission of 5 % on sales, 

. Show the Joint Venture Account. 

(/ I.D. Pert I, November 1982) 

Solution: 


JOINT VENTURE ACCOUNT 


Particulars 

L.F. 

Amount 

Particulars L.F. 

Amount 



Rs. 


Rs. 

To Vishwanath 



By Patil 


(Cash of I.COO mcties 



(Sale of 900 metres 


of Mysore Silk @ Rs. 



(§, Rs. 30 per 


24 per metre) 


24,000 

metre) 

27,000 

To Vishwanath 



By Vishwanath 


(Packing &. forwarding) 


350 

(Slock of I GO metres 


To Patil : 



taken over at cost 


Freight 

800 


plus 10% as per 


Local carting, collie 
charges 

150 

950 

working note) 

2,783 

To Patil 

(Selling expenses) 

To Vishwanath 


253 



(Discounting charges 
of the bill) 


960 



To Vishwanath 





(5% commission on 
Sales of Rs. 27,000) 


1,350 



To Profit transferred to : 





Vishwanath (3 /5th) 

1,152 




Paul (2/5 th) 

76S 

1,920 





29,733 


29,783 



««« 




RS D K..6S3-23. 
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Working Note : 

Calculation of value of stock taken over by Visbwanatb: 

Rs. 


•Cost of 100 metres, @ Rs. 24 per metre 
Add : 1/ 10th of the undernoted costs : 


Packing & forwarding 350 

Freight 800 

Local carting and coolie charges 150 


1,300 

.. 130 

Add : 10% of the cost 

2,530 
. 253 

’* 

2,783: 


Expenses on re-booking of stocks to Bangalore ignored. 

Problem 8. X and Y purchased a building for a sum of Rs. 45,000 
as joint investment. X and Y brought -in Rs. 10,000 and Rs. 5,800 
respectively as capital. The Building was mortgaged for Rs. 30,000 
bearing interest at 6% from 1st January 1966 /.<?., the date on which the 
purchase was completed. 

X agreed to collect rents for which he was to be paid 2% on gross. 

rent. 


For the year ending 31st December 1966 he collected Rs. 6,200 
towards rent. 

The following outgoings were incurred by X: . 

Ground rent Rs. 500 ; Electric light charges PvS. 832 ; Repairs 
Rs. 480 and Expenses Rs. 1,600. 

Y is to be charged with Rs. 1,200 for premises occupied by him. 
He also paid Rs. 160 for repairs. 

Prepare accounts showing these transactions and the division of the 
balance of the revenue account. 

Xjmd Y agreed to divide the profits equally. . 

( I. LB. Part /, November 1967 ) 
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Solution: 

iVorklngs: 

JOURNAL ENTRIES 


Debit Credit 

51. Particulars L.F. Amount Amount 


(1) ' Bank A/c Dr. 

To X’s Capital A/c 
To Y’s Capital A/c 
(Being the Co-venturers introduced 
capital) 


(2) Building A/c Dr. 

To Vendor’s A/c 
(Being the building purchased) 


(3) Bank A/c Dr. 

To 6% Loan A/c 

(Being loan taken against the mortgage 
of the building purchased) 


(4) . Vendor's A/c Dr. 

To Bank A/c 

(Being payment for building purchased 
made to the vendor’s by' cheque) 


(5) Re\cnucA/c Dr. 

To X’s Capital A/c 
(Being X paid Rs. 500 towards ground 
rent, Rs. 832 Tor Electric light. 
Its. 480 towards Repairs and incurred 
expenses amounting to Rs. 1.6C0) 


(6) Revenue A/c Dr. 

To Y’s Capital A/c 
(Being Amount paid by Y for repairs) 


(7) Y’s Capital A/c Dr. 

To Revenue A/c 

.(Being rent charged from Y for 
premises occupied by him) 


15,800 


45.000 

30.000 


45,000 


3,412 


10,000 

5,800 

45.000 

30.000 

45.000 

3,412 


160 

1,200 


160 


1,200 
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(8) X’s Capital A/c Dr. 

To Revenue A/c . . 

(Being rents collected by X) 

(9) Revenue A/c Dr. 

To X’s Capital A/c 

[Being commission ' on gross rent 
Rs. 7,400 (Rs. 6,2C0 + Rs. 1,200) ® 2% 
payable to X] 

(10) , Revenue A/c Dr. 

. ; To 6% Loan A/c 

(Being interest on loan for a period of 
one year @6% p.a. on Rs. 30,000) 

(11) Revenue A/c Dr. 

To X’s Capital A/c 
To Y’s Capital A/c 

(Being the revenue profit divided 
between the partners equally) 


6,200 

6,200 


148 

148 


1,800 

1,800 


1,880 

940 

940 


Jbetlgcr Accounts in the Books of the Cc-vcnturers 

REVENUE' ACCOUNT 
for the year ended 3 1st December, 1966 


Dr. 





Cr. 

Particulars 

Details 

Amount 

Particulars 

Details Amount 

To X’s Capital 
A/c: 

Rs. 

Rs. 

By X’s Capital 
A/c: 

Rs. 

Rs. 

Ground rent 
Electric light 

500 


Rent collection 
By Y’s Capital 


6,200 

charges 

Repairs 

Misc. expenses 

To Y’s Capital 

832 

480 

1,600 

3,412 

A/c: 

Rent payable 

i 

1,200 

A/c: Repairs 

- 

160 




Total c/fd 

3,572 


Total c/fd 

7,400 
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Total b/fd 

3,572 


Total b/fd 

7,400 

To X's Capital 
A/c: 

(Commission 

2% on 
gross rent 
orRs, 7,400) 


14S - 




To 6% Loan 

A/c: 

• (Interest on 
loan) 


1,800 




To Profit c/f 
to capital 
accounts: 


/ 




X's Capital 
A/c (}) 

940 





Y's Capital 

AM}) 

940 

1,880 






7,400 



" 7,400 

Dr. 


CAPITAL ACCOUNT 


Cr. 

Particulars L.F . 

Amounts 

Particulars 

. p Amounts 

X 

r 

X 

r 


Rs. 

Rs. 


Rs. 

Rs. 

To Roenue 

A/c 

6,200 

1,200 

By Bank 

A/c 

10,000 

5, SCO 

To Balance 
c/f 

8,300 

5.7C0 

By Revenue 
A/c 

3,412 

160 




By Revenue 
A/C 

148 

— 




By Revenue 
A.c 

940 

940 
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Dr. 

BANK ACCOUNT •• f 

Cr. 



Particulars 

L.F. Amount Particulars L.F 

\ Amount 

To X’s Capital A/c 
To Y’s Capital A/c 
To 6% Loan A/c 

Rs. 

10.000 By Vendors (for 

5,800 Building A/c 

30.000 By Balance c/d 

45,800 

Rs. 

• 45,000 

800 

45,000 

Dr. 

6% LOAN ACCOUNT Security 

: Mortgage 
of Building 

Cr. 

To Balance c/d 

31,800 By Bank A/c 

By Revenue A/c 
(Interest for 1 year) 

30,000 

1,800 


31,800 ' ’ 

»■/ 31,800 

.. Dr. 

BUILDINGS ACCOUNT {Mortgaged 

against loan ) 
Cr. 

To Vender’s A/c 

\ 

45,000 By Balance c/d 

45,000 

45,000 

45,000 

Dr, 

VENDOR’S ACCOUNT 

Cr. 

To Bank A/c 

45,000 By Building A/c 

_ ' 

45,000 

45,000 

45,000- 

BALANCE SHEET OF X & Y 
as on 31st December, 1966 

Liabilities & Capital Amount Properties & Assets 

Amount 

To 6% Loan, A/c 
Capital Accounts: 
X’s Rs. 8.300 

Y's Rs. 5,700 

31,800 Buildings 

Cash at bank 

14,000 

^ 45,000 

800 


14,000 
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Problem 9* A of Ahmedabad and B of Bombay enter into a joint 
venture to consign 100 baits to C at Calcutta, to be sold on their joint 
risk. - They agree to share profits or losses equally. 

A sends 50 bales et Rs. 1,200 each. - He pays freight -and expenses 
Rs. 1,200. B sends 50 bales at Rs. 1,100 each. His freight and other 
charges come to Rs.' 900.’ . . * • 

All the bales reached Calcutta in time. However, 5 bales were 
found to have been tempered with during transit. A recovered Rs. 3,000 
from the insurance company. C sold the remaining bales for Rs. l,3S,000. 
He charged 3% as selling commission and deducted Rs. 1,500 towards 
expenses. 


He remitted the balance amount to A by D/D on State Bank of 
India payable at Ahmedabad. 

Prepare a joint venture account Also account of A in B's books 
and B’s account in A’s books. 

(t.f.B. Part f, November j 970) 

Solution: 

Dr, JOINT VENTURE ACCOUNT Cr. 


Date Particulars L.F. 

Amount Date 

Particulars L.F. Amount 


Rs. 

Rs. 

To A (50 bales @ 

Rs. 1,200 each) 

60, 0C0 

By A (Insurance claim 
for 5 bales) 3,000 

To A 

(Freight and expenses) 1,200 

By C (Sale of 

95 bales) 1,35,000 

- To B (50 bales @ 

Rs. 1,100 each) 

55, COO 


ToB 

(Freight and other 
charges) 

9CO 


To C (Selling 
Commission ^ 3% 
on Rs. 1,35,000) 

4,050 


To C (Expenses) 

To Profit transferred 

1,500 


A (J) Rs. 7.675 

B ()) Rs. 7,675 

15,350 



1,33,000 

1.3S.000 



«=»«=* 
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C’s ACCOUNT 


Cr. 


Date Particulars 

Amount 

Date Particulars 

Amount 

To Joint Venture 
(Sales proceeds) 

Rs. 

.1,35,000 

Rs. 

By Joint Venture 
(Selling commission 
@ 3%) ^,050 

By Joint Venture 
(Expenses) 1,500 

By A 

(Balance remitted 

by Bank Draft) 1,29,450 


1,35,000 


1,35,000 

Dr. 

B’s ACCOUNT 

Cr. 

To Balance c/d 

63,575 

By Joint Venture 
(Supplied 50 
bales @ Rs. 1,100 
each) 

By Joint Venture 
(Freight and 
other charges) 

1 By Joint Venture 
(Profit on joint 
venture — \ share) 

55,000 

900 

7,675 


63,575 

' 

63,575 

Dr. . 

A’s ACCOUNT 

Cr. 


(Insurance claim 
received) 

To C 

(Proceeds received 
from C) 


3,000 

By Joint Venture 
(Supplied 50 bales 
® Rs. 1,200 each) 

60,000 

1,29,450 

By Joint Venture 
(Freight and 
expenses) 

1,200 


By Joint Venture 
(Profit on joint 
venture — £ share) 
By Balance c/d 

7,675 

63,575 

1,32,450 

/ 

1,32,450 
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In the Books oF At 

JOINT VENTURE (WITH B) ACCOUNT 
Dr. ' Cr. 


Date Particulars L F . 

Amount 

Date Particulars L.F. 

Amount 


Rs. 


Rs. 

To Goods A/c 


By Bank (In- 


( 50 bales ® 


surance claim) 

3,000 

Rs. 1,200 


By Bank (Re* 


each) 

60,000 

mittancc 


To Cash 


from C) 

1,29,450 

(Freight & 




expenses) 

1.2C0 



To Profit & 




Loss A/c 




(Profit on 




joint ven* 




lure- J 




share) 

7,675 



To Balance c/d 




(Amount 




payable to B) 

63.575 




1,32.450 


1,32,450 





In the Book* of B: 


. k 


JOINT VENTUNE (WITH A) ACCOUNT 

' 

Dr. 



Cr. 

Date Particulars L.F. 

Amount 

Date Particulars L.F. 

Amount 


Rs. 


Rs, 

To Goods A/c 


By Balance c/d 


(50 bales @ 


(Amount 


Rs. 1,100 


receivable 


each) 

55,000 

from A) 

63,575 


To Cash 
(Freight and 

other charges) 9C0 

To Profit & 

Loss A/c 
(Profit on 
. joint ven- 
ture—! share) 7,675 






y. 5 g JOINT VENTURE ACCOUNTS: 

Problem 10. Kantilal and Mohanlal were partners in a joint ven- 
ture sharing profits and losses in the ratio of 3 : 2. 

Kantilal purchased Roods worth Rs. 30,000 and sent them to Mohan 
Lai and spent Rs. 2,400 in the process. Mohanlal reported after time that 
he had sold goods for Rs. 32,000 and that the remaining goods cannot be 
sold by him. 

They decided to entrust the sale of these goods on consignment basis 
to Shantilal who agreed to sell the goods on their behalf. He was to be 
paid all expenses and 5% commission on the sales. 

After some time Shantilal sent . an Account Sales, along with a 
cheque of Rs. 3,500 to Mohanlal, after deducting his expenses Rs. 350 and 
‘ commission. The unsold goods were returned by him to Mohanlal. 

Kantilal and Mohanlal decided to close the venture and Mohanlal 
took over the balance goods at an agreed value of Rs. 2,000. 

Mohanlal sent a statement of account according to ; which he spent 
Rs. 1,450 on this venture. They also settled their account. 

You are required to prepare the relevant accounts of the joint ven- 
ture in the books of Kantilal and Mohanlal disclosing the profit or loss 
made on the venture and the final settlement between them. 

{I.I.B. Part I,. October 2976) 

Solution: 

Ledger Accounts in the Boohs of Kantilal: 

JOINT VENTURE (WITH MOHANLAL) ACCOUNT 
Dr, Cr. 


Particulars L.F. Amount Particulars L.F. Amount 


To Cash (Purchase 

Rs. 

of goods) 

To Cash (Expenses 

30,000 

incurred) 

To Mohan Lai (Ex- 
penses incurred 

2,400 

by him) 

1,450 

Tatal c/f 

33,850 


By Mohan Lai 
(Sales proceeds) 

Rs. 

32,000 

By Mohan Lai 
(Net sales 
proceeds from 
the consignee 


received by 
him) 

3,500 

By Mohan Lai 
(Stock taken 
over) 

2,000 

Total c/f 

37,500 
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Rs.' . s. « i • * ‘ Rs. 

Total b/f ‘ 33,S50 '* ‘ Total b/f ' 37,500 

To Profit on joint 
venture trans* ( 

ferred to: 

Mohan Lai Rs. 

(2/5th 

share) 1,460 t 

Profit & # 

Loss 

Account 

(2/Sth ' 

share) 2,190 

3,650 

37,500 37.500 


T)r. 

MOHAN LAL’s ACCOUNT 

Cr. 

Particulars 

L.F. Amount 

Particulars 

L.F. Amount 


Rs. 


Rs 

To Joint Venture 


By Joint Venture 


A/c (Sale pro- 


A/c (Expenses 


cccds) 

32,000 

incurred) 

1,450 

To Joint Venture 


By Joint Venture 


A/c (Net sales 


A/c (2/5th 


prxeeds rcceiv- 


share in the 


cd from the con* 


profits) 

J.460 

sirr.ee) 

3,500 



To Joint Venture 


By Cash (Balance 


(Stock taLen 


amount remitted 


OVCf) 

2,000 

by him) 

34.590 


37,500 


37.500 


tse " = * 
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Ledger Accounts in the Books o£ Mohan Lai: 

JOINT VENTURE (WITH KANTILAL) ACCOUNT 



Particulars L.F. 

Amount 

Particulars L.F . 

Amount 

To Ranti Lai 

Rs. 

By Cash A/c (Sale 

Rs. 

(Goods purchased 

• 

proceeds) 

32,000 

(by him) 

30,000 

By Bank A/c (Cheque 


To Kanti Lai (Expen- 

received from 


ses incurred by him) 

To Cash (Expenses 

2,400 

Shantilal. being 
the net sales 


incurred) 

1,450 

proceeds received 

3,500 

To Profit on Joint 
Ventuic transfer- 

from him) 

By Purchases A/c 

red to: Rs. 

Kanti Lai 

(3/5th share) 2,190 
Profit & Loss 


(Stock taken over) 

2,000 

Account 




(2/5th share) 1,460 

3.650 

s 



37,500 37,500 



KANTILAL’s 

ACCOUNT 


Dr. 

, 


Cr. 

Particulars 

L.F. Amount 

Rs. 

Particulars L.F 

Amount 

, Rs. 

Ta Cash (Balance 


By Joint Venture A/c 


amount paid to 

34,590 

(Goods supplied by 


Jnm) 

him) 

30,000 



By Joint Venture A/c 
(Expenses incurred) 

By Joint Venture A/c 
(3/5lh share in the 

2,400 



profits) 

2,190 

TIT - f * 

34,590 

c=» t= = 


34,590 


Working Notes: 


•- • expenses incurred by the consignee Sh. Shantilal and the com- 
mission deducted by him Irom the sales proceeds will not be entered in the 
Joint Venture Account, because the details of the cost of the goods sent 

Lal! Hm JrC BlVen * He haS rcmitted lhe sale proceeds to Mohan 


JOINT VENTURE ACCOUNTS 


761 

Problem 11. X and Y enter into a joint venture to buy and sell 
timber, sharing profits and losses equally. 

Y brought in Rs. 1,50,000 as capital which is to earn interest at 4% 
per annum. X to get a salary of Rs. 700 per month and Rs. 3,000 for the 
use of his plant. 

X purchased the timber for Rs 52.CC0. Y provided some plant and 
machinery for Rs 30.COO and also paid Rs. 2,000 as legal charges. 

Y sold the timber for Rs. 3,25,0(0 on sshich he is to get 2% as com- 
mission and remitted half the proceeds to X. 

X paid the following: — 

Wages Rs. 80.0C0 ; Motor and haulage Rs. 30,000 ; Repairs and 
upkeep of plant Rs. 10,000 ; Sundry expenses Ks. 9,CC0. 

It took 9 months to complete the joint venture. Y took back, his 
plant and machinery at a revalued pace of Ks.'18,0C0. X remitted the 
balance due to Y. 

Show Joint Venture Account ar.d Y’s Account in the hooks of X. 

(/ I.B. Part /. May 1975) 

Solution: 

Ledger Accounts In the Boohs of X: 

JOINT VENTURE ACCOUNT 


Dr. 




Cr. 

Particulars 

Details 

Amount 

Particulars 

Details ‘Amount 


Rs. 

Rs. 


Rs. Rs. 

To Cash (Purchase 
of timber) 

To Y: 


52,000 

By Y (Sales 
proceeds of 
timber) 

3,25,000 

Plant & 
Machinery 

Legal charges 

30,0 CO 
2,000 

32,000 

By Y (PJant 
taken back) 

18,000 

To Y (Commission 
(7? 2% on the 
sale proceeds of 
Rs. 3,25,000) 


6,500 




To Cash: 

Wages SO.CCO 

Motor & haulage 30,000 
Pepatrs upkeep 
or plant IC.000 

Sundary expenses 9.0C0 1,29,000 

Total c/f 2,19, 5CO 


Total c/f 


3.43.0C0 
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Total b/f 
To Y (Interest on 
capital of 

Rs. 1 ,50,000 @ 

4<y p a. for a 
period of 9 months) 

To Salaries A/c (@ 

Rs. 700 per month 
. for a period or y 
months) 

To Hire of Plant 
To Profit on Joint 
Venture trans- 
ferred to : 

Y (i share) 5' 

Profit & Loss 
A/c (| share) 5 


Rs. 

2,19,500 


4,500 


6,300 

3,000 


54,850 

54,850 1,09,700 
3,43,000 


Rs. Rs- 

Total b/f 3,43,000 


3,43,000 


" “ TsACCOUNT Cr 

rI rZ : r Rs - Rs * 

T ° « te V nrocec°ds A,C 1.50.000 

of timber) 3.25,000 By Joint Venture 

T ° A°/c manUaken Plant & Machinery 30,000 

0 4 r ) 18,000 Legal charges 2,000 32,000 

To Cash (Balance 
amount remitted) 


1,50,000 


67,350 By Joint Venture 
A/c (Commission 
@ 2% on sales 
.proceeds) 

By Joint Venture 


6,500 


4,10,350 


A/c (Interest on 
capital @4% pa. 


for 9 months) 

4,500 

By Joint Venture 

A/c (| share in 
profits) 

54,850 

By Cash (f of sales 
proceeds) 

1,62,500 


4,10,350 
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Problem 12. Ramesh and Surcsh entered into a Joint Venture 
sharing Profits and Losses as 3 : 2. They opened a Joint Bank Account 
and deposited Rs. 4,000 each. 

Ramesh purchased 8 tonnes of an item @ Rs. 600 per ton and his 
expenses were Rs 1.300 Surcsh purchased a second item of 100 tons @ 
Rs. 21 per ton and his expenses were Rs. 1,100. Expenses were met 
from private sources and purchases were paid for from Joint Bank 
Account. 

Surcsh sold 6 tons of the first item ($ Rs. 1,000 per ton and his 
selling expenses were Rs. 1,150. Ramesh sold 80 tons of the second item 
Rs. 50 per ton and his selling expenses were Rs. 1,200. All the sale 
proceeds were deposited in Joint Bank Account and expenses were 
met from private sources. 

Prepare the following Accounts in the books of Joint Venture of 
Ramesh and Surcsh: 

(а) Joint Venture Account. 

(б) Joint Venturer’s Accounts. 

(c) Joint Bank Account. 

( d ) Working of closing stock valuation. 

(l.I.D. Part /, November 1979) 


■Solution: 

JOINT VENTURE ACCOUNT 

Dr. 

Cr. 

Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Joint Bank A/c 


By Joint Bank A/c 


(Purchases of 8 tonnes of 


tSale proceeds of 6 tons 


item No. 1 («> Rs. 600 


of item No, 1 


per ton) 

4,800 

Rs. 1,000) 

6,000 

To Ramesh 


By Joint Bank A/c 


(Expenses on purchase 


(Sales proceeds of 80 


of item No. 1) 

1,300 

tons of item No. 2 


To Joint Bank A/c 


<«, Rs. 50) 

4,000 

(Purchase of 100 tons 


By Ramesh 


of item No. 2 


Stock of 20 ton; of 


Rs. 21 per tons) 

2, ICO 

item No. 2 <•', Rs. 32 


To Surcsh 


/ 2.100 -M. UX) \ 

040 

(Expenses on purchase 


\ IUj / 


of item No. 2) 

1,100 

By Surcsh 


To Surcsh 


Stock of 2 tons of item 


(Expenses on sale of 


No. 1 Qi Rs. 762‘50 


6 tons of item No. 1) 

1,150 

^ 4.800+1.300 j 

1,525 

Total c/fd 

10,450 

Total c/fd 

12,165 
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Totab /fd 10,450 

To Ramcsh 
(Expenses on sale of 

tons of item No. 2) 1,200 

To Profit on Joint Venture 
transferred to: 

Ramcsh (3/5th share) 309 

Suresh (2/5th shatc) 206 515 

12,165 


Note : It is assumed that the stock of ..item No, I purchased by 
Ramcsh and sold by* Suresh is lying with Suresh and stock of item Mb. 2 
purchased by Suresh and sold by Ramcsh is lying with Ramcsh. 

Dr. ' JOINT VENTURERS’ ACCOUNT . . ' Cr - 


Particulars Ramcsh 

Suresh 

Par titulars >. 

Ramcsh 

; Suresh 

Rs. 

To Joint Venture 

Rs. 

By Joint, Bank A/c 

Rs. 

Rs. 

Ajc 


(Initial deposits) 

4,000 

4, COO 

(Stock taken over) 640 

1,525 

By Joint Venture 


To Joint Bank A/c 


A/c (Purchase 



(Balance paid to 


expenses) 

1,300 

1,100 

them) 6,169 

4,931 

By Joint Venture A/c 



(Sales expenses) 
By Joint Venture 

1,200 

1,150 



A/c (Profit) 

309 

206 

6,809 

6,456 


6,809 

6,456 

_ 

— . 




Dr. JOINT BANK ACCOUNT 


Gr. 

Particulars 

Amount 

Particulars 


Amount 


Total b/fd 12,165 


12,165 


To Ramcsh 
(Initial deposit) 

To Suresh 
(Initial deposit) 

To Joint Venture 
(Sales proceeds of item 
No. 1) 

To Joint Venture 
(Sales proceeds of item 
Mo. 2) 


Rs. 

4,000 

4.000 

6.000 

4.000 

18.000 


By Joint Venture A/c 
(Purchases 
of item No. 1) 

By Joint Venture 
(Purchases of item No. 
By Ramcsh 

(Balance of his account 
paid) 

By Suresh 

(Balance of his account 
paid) 


Rs, 

4,800 
1) 2,100 


6,169 

4,93 


18,000 
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Problem 13. Gopal and Ahmed undertook jointly to construct 
a building for a contract price of Rs. 3,00,000. A joint banking account 
was opened by them in their joint names. Gopal paid into it Rs. 1,00,000 
and Ahmed Rs. 50,000. Profit and Loss is to be distributed in ratio of 
2 t 1 . The details of transactions made arc given below : — 



Rs. 

Wages 

SO, ooo 

Materials purchased 

1,60,000 

Materials supplied by Gopal 

10,000 

Materials supplied by Ahmed 

8,000 

Gopal paid the Architect’s fee 

4,000 

Afier the completion of contract. 

the price was duly received. There 


was stock of unused materials which were valued at Rs. 10,000 and this 
was taken over by Ahmed. Prepare Joint Venture A/c and Joint Bank 
A/c. 

( U.B . Part I, May 1982 ) 

Solution : 

Dr. JOINT VENTURE ACCOUNT Cr. 


Particulars Details Amount Partticulars Details Amount 



Rs. Rs. 

Rs. Rs. 

To Joint Bank A/c 


By Joint Bank 

Wages 

80,000 

(Price of 

Materials purchased 

1,60,000 2,40,000 

contract received) 3,00,000 


— 

By Ahmed 

To Gopal 

IC.000 

(Stock taken over) 10,000 

(Materials supplied) 



To Ahmed 

8,000 


(Materials supplied) 



To Gopal 

4,000 


(Architect’s fee) 



To Profit on Jt. Venture 


transferred to : 



Gopal (2/3rd) 

32.0C0 


Ahmed (I/3rd) 

16.C00 4S.000 



3,10,000 

3,10, COO 
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Dr. 

CO-VENTURER’S ACCOUNTS 


Cr. 

Particulars 

Gopal 

Ahmed 

Particulars 

Gopal 

Ahmed 


Rs. 

Rs. 


Rs. 

Rs. 

To Jt. Venture 
(Stock taken 
over) 


10,000 

By Jt. Bank A/c 
(cash intro- 
duced) 

1,00,000 

50,000 

To Jt. Bank A/c 
(Balance paid 
to them) 

1,46,000 

64,000 

By Jt. Venture 
A/c (Materials) 
By Jt. Venture 
A/c (Architect’s 
. fee) 

10,000 

4, C00 

8,000 




By Jt. Venture 
A/c (Share in 
' profits) 1 

32,000 

16,000 



1,46,000 74,000 

• 

3,46,000 

74,000 

Dr. 

JOINT BANK ACCOUNT 


. > Cr. 

Particulars 

Details Amount 

Particulars 

Details 

Amount 

To Gopal 

Rs. Rs. 

1,00,000 

By Joint Venture: 

Rs. 

Rs. 

To Ahmed 

50,000 

Wages 

80,000 

— 


To Joint Venture 
(Proceeds of the 
contract received) 


3,00,000 


Material purch- 
sed 

By Gopal 
(Balance of his 
account paid) 

By Ahmed 
(Balance of his 
account paid) 


1,60,000 2,40,000 


4,50,000 


1.46.000 

64,000 

4.50.000 


Problem 14. Vanna and Manik, both Building Contractors, under- 
took a Joint \ enture involving the constructing of a school building. The 
Joint Bank Account was opened in which Varma deposited 50 000 
Manik deposited Rs. 25,000. The contract amount was Rs 250000 The 

SSS be S f ared as “> Varma 2/M ’and Manit 

l/3ra. The details of the transactions were as under : 

(1) Salaries Rs. 8,000. 

(2) Wages paid Rs. 46,000. 

(3) Building materials purchased Rs. 1,10,000. 
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(4) Materials supplied by Varma Rs. 9,000. 

(5) Materials supplied by Mamie Rs. 8,000. 

(6) Architect's fees Rs. 7,000. 

(J) Cartage Rs. 12,000. 

(8) Concrete miter plant purchased Rs. 25,000. 

The stock of the materials on the completion of the contract, valued 
at Rs. ! 1,000 was taken over by Varma. Concrete mixer plant was sold 
out for Rs 20,000. Mr. Varma was to be paid Rs. 12,000 per annum 
against establishment expenses, to be charged to the Joint Venture Account. 
The contract lasted for 8 months. 


Prepare a Joint Venture Account, Joint Bank Account and Accounts 
of Varma and Manik. 


(/./ B. Part /, November 1975) 


Solution: 


Dr. JOINT VENTURE ACCOUNT Cr. 


Particulars 

Derails 

Amount 

Particulars Details 

Amount 


Rs. 

Rs.. 

Rs. 

Rs. 

To Joint Bank A/c: 


By Joint Bank A/c 


Salaries 

8,000 


(Amount of the 


Wages 

46,000 


contract received) 

2, 50, COO 

Purchase of 



By Varma (Material 


building 



taken over) 

11,000 

material 

1,10,000 


By Joint Bank A/c 


Architect's fees 

7,000 


• Sales proceeds of 


Cartage 

12,100 


Concrete Mixer 


Concrete 



Plant) 

20,000 

Mixer Plant 

25,000 





— 

2,OS,000 


— 

To Varma (Material 




supplied) 


9,000 



TO Manik (Material 




supplied) 


8.000 



To Varma (Establish- 




ment expenses for 




8 months <•«. 





Rs. 12,000 p.a.) 


8,000 




To Profit on Joint 
Venture transferred 


to: 

Varma (2. ’3rd 
share) 32.000 

Manik (I/3rd 

share) 16, COO 43,000 
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JOINT BANK ACCOUNT 


Particulars Details 

Amount 

Particulars 

Details 

Amount 

Rs. 

Rs. 


Rs. 

Rs. 

To Varma (Capital 


By Joint Venture 


introduced) 

50,000 

A/c: 



To Manik (Capital 


Salaries 

8,000 


introduced) 

25,000 

Wages 

46,000 


To Joint Venture 


Building 



A/c 


material 

1,10,000 


(Concrets Mixer 


Architect’s 



Plant sold) 

20,000 

fees 

7,000 


To Joint Venture 


Cartage 

12,000 


A/c: 


Concrete 



(Proceeds of the 


Mixer Plant 



contract received) 

2,50,000 

(purchased) 

25,000 

2,08,000 



By Varma (Balance 




of his account paid) 

88,000 



By Manik (Balance 




of his account paid) 

49,000 


3,45,000 



3,45,000 


= = G C= 



CO-VENTURER’s ACCOUNTS 



Dr. 





Cr. 

Particulars 

Varma 

Manik 

Particulars 

Varma 

Manik 


Rs. 

Rs. 


Rs- 

Rs. 

To Joint Venture 



By Joint Bank A/c 



A/c (Material 



(Capital 



taken over) 

11,000 

— 

introduced) 

50,000 

25,00C 

To Joint Bank A/c 



By Joint Venture 

(Balance amount 



A/c (Material 



paid to them) 

88,000 

49,000 

supplied) 

By Joint Venture 

9,000 

8,00C 




A/c (Establish- 






ment expenses 
for 8 months @ 






Rs 12,000 
per annum) 

8,000 





By Joint Venture 





A/c (shares in 
the profits) 

32,000 

16,00( 


99,000 49,000 


JOINT VENTURE ACCOUNTS 


T69 


Problem 15. A and B enter into Joint Venture. A agrees to bring 
capital in cash. 

Accordingly, a Joint Banking Account is opened by A for a sum 
of Rs. 80, COO. 

B buys goods worth Rs. 50,000 as part of his share of capital. 
Further goods worth Rs. 28,000 and Rs. 90,000 were purchased from C 
Paying Rs. 00,000 and the balance by a Promissory Note jointly signed 
by A and B. 

The goods were sent to Calcutta for sale. Expenses totalling to 
Rs. 5,000 were incurred in sending the goods. Part of the goods was 
damaged and a sum of Rs, 25,000 was recovered from the Insurance Co. 
The balance of goods was sold for Rs. 2,20,000. 

Prepare Joint Venture Account, Joint Banking Account and 
accounts of A and B, assuming that the Promissory Note was duly 
honoured. A and B share profits equally. 

(/./.#. Part I, October 1971 ) 

Solution; 

JOINT VENTURE ACCOUNT 

Dr. Cr. 


Date particulars L.F. 

Amount Date 

Particulars L.F. 

Amount 

To n (Goods supplied) 

Rs. 

50,000 

By Joint Banking 

Rs. 

To C (Goods purchased 
on credit: 

Rs. 28,000 

Rs. 90,000) 

1,18,000 

A/c (Insurance 
claim recovered 
for the part of 
the goods dam- 


— 

aged) 

25.000 

Ta Joint Banking A'c 
(Expenses for send- 
ing the goods) 

5.000 

By Joint Banking 

A c (Sale pro- 
ceeds of balance 


To Profit on Joint 
Venture transferred 
to the capital 
accounts of: 

A (} share) Rs. 36,000 
B (\ share) Rs. 36.C0Q 

72,000 

of goods) 

2,20,000 


2.45COQ 

- 






Dr. 


TJaiZ fCrlicjZcrs L.r. Arr.zrjr.: D. 

rre T^Acx~rs Lj-. 

Arz^rz 


P_£. 



Tc A (Czzt'jg 


C (Part 


ln*,7CZ~JiVi£} 

20/00 

payment) 

C«^ 

Tsi T ?&•*•* ~!e>*' jL rt 

J ■ J •# S + 1 + *. ' •***, + ■*■ 


B" Joint Venture 


A's <Tnr.:ra r„.cs 


A: r c fExoz uses) 

c r*r 

cizimj 

25/00 

By Bill Para-sis 


To Jofnt Venture 


r Promissory 


A/c 


Note accented 


(Sab proceeds) 

2.20/03 

xn fsTGuT or C 




p-a:o) 

oS.OC'* 



By A (Balance in 




Lis account paid 




to him) 




By B (Balance in 




his account paid 




to him) 

86,00! 


3,25,0C0 


3,25,00! 

Dr. 

C’s ACCOUNT 

Cr 


Rs. - 


Rs. 

To Joint Banking 


By Joint Venture 


A/c 

60,000 

A/c (Goods 


To Bills Payable A/c 

58,000 

supplied by him: 

< 



Rs. 28,000 




Rs. 90,000) 

1,18, 0C 


1,18,000 


1 , 1 8, og; 

V 

£r. BILLS PAYABLE ACCOUNT 

« 






Rs. 


Rs. 

To Joint Banking 


By Cash A/c 

58,0: 

A/c 

58,000 


. V 
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Dr. A's CAPITAL ACCOUNT Cr. 


Dale Particulars L.F. 

Amount 

Date Particulars L.F. 

Amount 


Rs. 


Rs. 

To Joint Banking 

Me 


By Joint Banking 

A/c 

80,000 

{Balancing figure) 

1,16,000 

By Joint Ven- 
ture A/c 

36,000 


1,16.000 


1,16,000 

Dr. B’s CAPITAL ACCOUNT 

Cr. 


Rs. 


Rs. 

To Joint Banking 

A/c 


By Joint Venture 

A/c . 

<0,000 

( Balancing figure) 

86,000 

By Joint Venture 

A/c 

36.000 


86,000 


86,000 


Problem 16. A, B and C enter into a Joint Venture to divide profits 
equally. They bought goods from D for Rs. 1,25,000 and from A for 
Rs. 25,000. A contributed Rs. 30,000, B Rs. 40.0C0 and C Rs. 9D.C00 
which amounts were banked in a joint account. They settled their 
account with D by cheque and paid for carriage and ’other expenses 
Rs. 7,500. They sold goods for cash Rs. 65,000 and to E on credit for 
Rs. 1,40,000. who accepted a draft for the amount. The acceptance was 
cashed and realised Rs. 1,37,000. A was allowed 5% commission on sales 
for effecting the transactions. 

Pass necessary journal entries and open accounts, assuming that the 
final settlement between parties was made by cheques. 

(IJ.B. Pert, February 1966) 


Solution: 

JOURNAL ENTRIES 


SI. 

Particulars 

L.F. 

Debit 

Amount 

Credit 

Amouut 

a) 

Joint Venture A.c 

Dr. 

Rs. 

UO.CCO 

Rs. 


To D’s A/c 

To A's A/c 


1,25,000 

25,000 


(Being cost of goods purchased for the 
joint venture on credit) 
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Joint Bank A/c Dr. 

To A’s A/c 

To B’s A/c 

To C’s A/c 

(Being the amount contributed by the 
Co-ventures deposited into the bank in 
their joint names) 

1,60,000 

30.000 

40.000 

90.000 

D’s A/c 

Dr. 

1,25,000 


To Joint Bank A/c 



1,25,000 

(Being payment made to D by cheque 



for goods purchased on credit from him) 


, 

Joint Venture A/c 

Dr. 

7,500 


To Joint Bank A/c 



7,500 

(Being carriage and other 

expenses 



paid by cheque) 




Joint Bank A/c 

Dr. 

65,000 


E’s A/c 

Dr. 

1,40,000 


To Joint Venture A/c 



2,05000 

(Being the sale proceeds 

of goods 



— sold partly in cash depositing the 

, 


amount in the bank and .partly to E on 


* 

credit) 




Bills Receivable A/c 

Dr. 

1,40,000 


To E’s A/c 



1,40,000 

(Being E accepted the bill drawn upon 



him in payment of the sales made to 



him) 




Joint Bank A/c 

Dr. 

1,37,000 


Joint Venture A/c 

Dr. 

3,000 


To Bills Receivable A/c 

' 


1,40,000 

(Being the bills received 

from E got 



. discounted from the Bank) 




Joint Venture A/c 

Dr. 

10,250 


To A’s A/c 



1 0,2f 0 


(Being commission allowed'to A @ 5% 
on the total sales proceeds amounting 
to Rs. 2,05,000) 
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(9) Joint Venture A/c Dr. 

To A*s A/c 
To B*s A/c 
To C’s A/c 

(Being profit on account of Joint Ven- 
ture divided equally among the Co- 
venturers) 


34,750 

11.416 

11.417 
11,417 


(10) 

A’s A/c 

Dr. 


B*s A/c 

Dr. 


C’s A/c 

Dr. 


To Joint Bank A/c 

(Being the balance due to Coventurers 
settled by issuing cheques to them) 


76.666 

51,417 

1,01,417 

2,29.500 


Ledger Accounts: 


Dr. JOINT VENTURE ACCOUNT Cr. 


Si 

Particulars L.F. 

Amount 

Si 

Particulars L.F. 

Amount 



Rs. 



Rs. 

to 

To D (Goods 


(5) 

By Joint 


bought) 

1,25,000 


Bank (Cash 

65,000 


To A (Goods 



sales) 


bought) 

25.000 


By t (Credit 


(4) 

To Joint 



sales) 

1,40,000 

Bank (Expenses 
& carnagej 

7.500 





(7) 

To Bills 

Receivable 

(Discount) 

3.CC0 





IS) 

To A 

(Commission) 

To Profit 

10.250 




(D 

Transferred 

to: 

ARs. 11,416 

R Rs. 11.417 

CRs. 11.417 

34,250 








2.05.C00 



2.05.000 
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JOINT BANK ACCOUNT 


SI. Particulars L.F. 

Amount 

SI. Particulars L.F. 

Amount 

(2) To A 

To B 

To C 

(5) To Joint 

Venture A/c 

(7) To Bills 

Receivable A/c 

Rs. 

30,000 

40.000 

90.000 

65.000 

1,37,000 

(3) By D 

(4) By Joint 

VentureA / c 

(10) By A 

By B 

By C 

Rs. 

1,25,000 

7,500 

76,666 

51,417 

1,01,417 


3,62,000 


3,^2,000 

Dr. 

A’s ACCOUNT 

Cr. 

(10) To Joint Bank A/c 

Rs. 

76,666 

(1) By Joint 

Venture A/c 

(2) By Joint Bank 

A/c 

(8) By Joint 

Venture A/c 

(9) By Joint 

Venture A/c 

Rs. 

25.000 

30.000 

10,250 

11,416 


76,666 


76,666 

'» Dr. 

B’s ACCOUNT 

Cr. 

(10) To Joint Bank A/c 

Rs. 

51,417 

(2) By Joint 

Bank A/c 
(9) By Joint 

Venture A/c 

Rs. 

40,000 

11,417 


51,417 


51,417 

Dr. 

C’s ACCOUNT 

Cr. 

(10) To Joint Bank 

A/c 

Rs. 

1,01,417 

(2) By Joint Bank 

A/c 

(9) By Joint Venture 
A/c 

Do 

90,000 

11,417 


1,01,417 


1,01,417 
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Problem 17. Kalyan and Anand enter into a joint venture to share 
profits and losses equally, resulting from dealings in second hand cars. 
Both of them take an active part in the business, each recording his own 
transactions only. They have no joint banking account or separate set of 
books. 

The following arc the transactions of the joint venture: 

1977 

Jan. I Kalyan buys three cars for Rs. 18,000. 

„ 31 Kalyan pays for repairs and repairing of cars Rs. 1,700. 

Mar. 31 Anand pays garage rent Rs.400 and advertising expenses 
Rs. 200. 

Apr. 15 Anand pays for licence, insurance etc. Rs. 720. 

Avg, J5 Anand buys a car in good condition for Rs. 2,000. 

Aug. 31 Kalyan sells these four cars for a total sura of Rs. 32,000. 

Show the Joint Venture account in the books of Kalyan. 

(I.I.B. Part J, November 1977 ) 


Solution: 

Ledger Account In the books of Kalyan! 

Dr. JOINT VENTURE ACCOUNT WITH ANAND Cr. 


Date Particulars L F. Amount Date Particulars L.F. Amount 


Rs. 

Jan. 1 To Cash 

(Purchase 

of 3 cars) 18,000 
Jan. 31 To Cash 
(Repair 

charges) 1,200 

Aug. 31 To Profit 
& Loss 
Account 
() share in 

profits) 4,740 

Aug. 31 To Balance 
c/d 

(Amount 
payable to 

Anand) 8,060 

32.000 


Rs. 

Aug. 3 1 By Cash 

(Sales pro- 
ceeds of 

A cars) 32,000 
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Ledger Account in the books of Anandi 


Date Particulars 

Details Amount Date Particulars Details Amouut 

1977 

Rs. 

Rs. 

1977 Rs. 

Rs. 

Mar. 31 To Cash: 

Garage 

rent 

Advertis- 

ing 

expenses 

400 

2C0 

600 

Aug. 31 By Balance 
c/d 

(Amount 

receivable 

from 

Kalyan) 

8,060 

Apr. 15 To Cash 
(Licence, 
Insurance, 
etc.) 


720 



Aug. 15 To Cash 

(Purchase 
of one car) 


2,000 



Aug. 31 To Profit 
& Loss 
Account 
(i share 
in profits) 


4,-740 





8,060 


8,060 





= = as 


rkings : . 

In order to ascertain the profit or • loss made on account of joint 
nture, they will prepare a Memorandum Joint Venture Account as 
shown here under : 
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MEMORANDUM JOINT VENTURE ACCOUNT 
Dr. Cr. 

Date Particulars Details Amount Date Particulars Details Amount 


1977 

Rs. 

Rs. 

1977 

Rs. 

Rs. 

Jan. 

1 To Ka!>an 


Aug. 31 

By Kalyan 



(Purchase 



(Sale of 4 



of 3 cars) 

18,000 


cars) 

32,000 

Jan. 

31 To Kalyan 






(Repairs) 

1,200 




Mar. 

31 To Anand: 






Garage 

rent 

Advcrtis- 

ing 

expenses 


200 


600 


Apr 15 To Anand 

(Licence, In- 
surance, etc.) 720 

Aug. 15 To Anand 
(Purchase 

of one car) 2,000 

Aug. 31 To Profit on 
joint venture 
transferred to : 

Kalya n 

(| share) 4,740 

Anand 

{\ share) 4,740 9,480 


32,000 


32,000 


accounts current 

Problem 1. What do you understand by an Account Current 7 
Explain the \arious methods for calculating interest in an Account 
Current. 

Solution An Account Current is an account of the transactions 
between two parties during a particular period in which interest is 
calculated at an agreed rate on each item and is shown in the account. 

In the heading of the Account Current, the name of the party to 
whom it is sent, is shown first, then comes the words ‘in Account Current 
with* and then the name of the sender is gisen. Thus, if A sends the 
recount current to B, the heading of the account will be *B in Account 
'■'urrent with A’. 
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ACCOUNTS CUMBOT 


not current to be sj^^follovling 
, M .w out an account cm in respect ot 

factions apP eaimB 13.501 


1978 

July 


5> 


1 Debit balance bjd 

4 Sold Fogatlal 

\ paid cash to Fogatlal 

A so,d *-. » «sf 

15 Paid cash to 

:«tn account 


Rs. 

13,500 
9,000 
13,500 
19,200 
9,000 
21.00C 
7,5d 
9,600 
6,000 


Aug. 

5* 

Sept. 

” “ paid STlT» 10% per annum, calculated to 

Interest to be taken into accoun I»* 

rarest rupee. 


FOGATLAL IN ACCOUNT CURRENT WITH MAFATLAL 
as on 30(h September, 1978 
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E 

AVERAGE DUE DATE 


Problem 1. What do you mean by Average due date ? How it 
is calculated ? 


Solution. When a person owes a number of debts to another 
person due on different dates, he should make the payment of these debts 
on the respective due dates Sometimes they decide to settle these debts 
in a lump sum on one particular date when neither party suffer any loss of 
interest due to such single payment. Such a date is known as Average 
Due Date, which is calculated in the following manner, 

(a^-Take one of the due dales as the base date, preferably to take 
the due date of first transaction. 

(6) Calculate the number of days from the base date to tbe due 
date of each transaction. 

(c) Multiply the number of days so calculated by the corresponding 
amount of transaction. 

(d) Total the amounts of transactions and the amount of the 
products separately. 

(e) Divide the total of the products by the total amount of all 
transaction. This gives the number of days the average due date is away 
from the base date. 

( /) Add the number of days to the base date and thus arrive at the 
average due date. 

In case the amount due is not settled pn the average due date, but 
on a subsequent date, interest will he calculated on the total sum from 
the average due date to the date of settlement. 

Calculation of Interest 

» . J- :* *-•->»■ •» — 1 — is no loss to both the 

.. . !■ ■ • mt is not made on that 


Firstly number of days are calculated from the average due date to 
the date of payment and then interest is calculated on the amount due for 
the said period at the agreed rate of interest. 

Problem 2. X and Y have the following transactions during" the 
half year ended 30th June 1981 : 


1981 

January 12 X sells goods to Y 
Januaty 18 Y sells goods to X 
February 8 X accepts Y’s draft at 2 months 
March 4 X pays cash 

April 26 Y sends his acceptance at one month 
May 3 X sells goods to Y 

June 15 X pa>s cash 

June 30 settlement made. 

Interest is to be charged at 9% per annum. Find out— 

(1) The mtntt due date and 

(2) Calculate interest. it IB* rart /, Aor. 


KS. 

750 

1,000 

600 

350. 

1,000 

S00 

700 


1981 ) 
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INVESTMENT AND SHARE TRANSACTIONS 


Problem 1. Is it necessary to keep Investment Accounts separate* 
,ly in the business 7 Explain briefly the accounting treatment for 
recording Sale and Purchase transactions oflnvestment. 

Solution. When a business concern invests its surplus funds in 
Government securities. Shares, or Debentures of companies, it is 
desirable to ket'p separate account for each such Security/rnvestment 
so that the correct profit or loss on their purchase or sale transactions 
can be ascertained. 

The investment and share transactions are separated from other 
type of business transactions, because of the following peculiarities in 
such transactions : 

(1) The face value of most of the investments is generally different 
from their market value (Real price). If there is more demand, 
they arc sold for a price, which is higher than their face value ; 
and if the demand is less, they arc sold at a lesser price than their 
face value. 

(2) Dividend or interest is paid by the companies or Government 
to one and only one party, /.e., the party whose name appears in the 
register of members. 

(3) Dividend or interest is paid for a full period, say, yearly or 
half yearly. 

If the investments or shares are sold or purchased on the date 
when the interest or dividend is payable, the transactions become 
easier because there is no dispute over interest or dividend, and tbe^ price 
paid or received is the real price, including brokerage, stamp* duty, 
transfer fees, etc. 

However, if such a security is purchased or sold on a day other 
than the date of declaration of interest or dividend by the Government 
or the company, then a problem of settlement of interest or dividend 
between the buyer and the seller is posed. Any price paid by the 
purchaser to the seller is affected by the interest/dividend, and hence is 
not the real price of the security. This price is called either cum-interest 
{cunt-dividend) price or ex-interest (ex-dwidend) price. 

Cam-Interest (cam-dividend) price. When the security is sold 
or purchased on any date other than the date of declaration of interest/ 
dividend, and it is agreed that the right of receiving the next interest/ 
dividend for the full period shall lie with the bujer, then the price quoted 
will be the actual price for the security plus interest, dividend for the 
period for which the seller kept the security 4 with him. iThis price is 
called cum- in teresljcum-diridend price. 

Ex-interest (ex-dividend) price. When'the security is sold or - , 
purchased on any date^other than the date,, of declaration of interest/ ' 
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dividend and it is decided that next interest/dividend for the full period 
is to be received by the seller (even after sale of security) then the 
price quoted will be the actual price for security less interest/dividend 
for the period from the date of sale to the date of next declaration 
of interest/dividend (/.<?., for the forthcoming period, for which actually 
the buyer is entitled). This price is called ex-interest lex-dividend 
pr:cc. 

Ruling: 

Investment accounts are ruled in such a manner, so. as to exhibit 
not only their purchase and sale values (cost) but also their face values, 
and inlercst/dividcnd. 


"INVESTMENT ACCOUNT 

for the.... ( Period ) ended (date) 

Dr. Cr. 


Date Particulars Face Cost Interestl Date Particulars Face Cost Interest / 
Value Dividend Value Dividend 


v Rs. Rs. Rs. Rs. Rs. Rs. 


Workings 

(a) Calculate total cum-interest {cum- dividend) or ex-interest 
c x-dividend) price. 

(b) Calculate interest or dividend for past period in cum-interest 
{ cunt-dividend ) price, or calculate interest or dividend for future period 
m ex-interest ( ex-dividend ) price. 

(c) Calculate real price, by deducting interest (or dividend) of the 
past period from cum-interest ( cum-dividend ) price or by adding interest 
(or dividend) of the future period to ex-interest (ex-dividend) price. 

Accounting Treatment 

0) (a) For purchasing investments or 
shares : 

Investment A/c £> r# 

To Bank or Seller's A/c 

(Being purchase of investment at 
(price) each including broker- 
age, stamp duty, transfer fees, etc.) 



INVESTMENT AND SHARE TRANSACTIONS 


(b) For purchasing investments or shares 
at cum interest (cum-dividend) price: 

Investment A/c Dr. 

Jnlerest/Dividend A/c Dr. 

To Bank or Seller’s A/c 

[Being purchase of investments at ... 
(price) cum-interest (cum-divi- 
dend] 


(c) For purchasing investments or shares 
at ex-interest (ex-dividend) price: 

Investment A/c Dr. 

To Bank or Seller’s A/c 
To Intercst/Dividcnd A/c 

[Being purchase of investments at 

(price) ex-interest (ex-dividend)] 


(II) For receipt of interest/dividend in case 
of cum-m teres t (cum-dividend) 


Bank A/c Dr. 

To Interest A/c 

[Being interest for (period) 

received] 

(HI) (a) For Selling investments or shares: 

Bank or Bujer’s A/c Dr. 

To Investments A/c 


[Being sale of investments at 

(price)] 

(b) For selling investments or shares at 
cum-interest (cum-dividend) price: 

Bank or Buyer’s A/c Dr. 

To Investments A/c 
To Iti(crest/Dividcnd A/c 
[Being sale of investments at.... (price) 
cum-interest (cum-dividend)] 
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(c) For selling investments or shares at ex- 
interest (ex-dividend) price : 
v Bank or Buyer’s A/c Dr. 

Interest/Dividend A/c Dr. 

To Investments A/c 

[Being sale of investments at (price) 

ex-interest (ex-dividend)] 


(IV) For receipt of interest/dividend in case 
of ex-interest (ex-dividend) 

Bank A/c Dr. 

To Interest/Dividend A/c 

[Being interest for (period) 

received] 


At the end of the accounting period, or when all the investments are 
sold whichever is earlier, the balance of interest or dividend columns is 
transferred to the Profit and Loss account. Any profit or loss on sale of 
investments is also transferred to the Profit and Loss account. ‘Face 
value’ and ‘Cost’ columns in the investment account are balanced like other 
real accounts, and the balance is carried forward to the next period. 

Problem 2. From the following particulars prepare an Invest- 
ment Account for the year ended 31st December 1970. (Ignore Income 
Tax). 

Balance of 3% Govt. Promissory Notes 1986 as on 1st Jam. 1970, 
Rs. 1,00,000. 

The cost of the these notes was Rs. 76,000. Interest on the same 
was last received upto 15th September, 1969. On 1st April 1970 further 
securities worth Rs. 30,000 were purchased for Rs. 18,000. On 16th 
September 1970, Rs. 20,000 worth of securities were sold for Rs. 11,60 0. 
The brokers charge brokerage at 25 paise on Rs. 100 whilst buying and 
selling. 

Interest is receivable on 15th March and 15th Septemher. 

(U.B.lPart I ^October 1971) 


INVESTMENT ACCOUNT 
for the year ended 3lst December, 1970 
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Problem 7. 6% Rs. 30,000 Debentures of X Ltd. 
at Rs, 29,000 in 1974 and was carried down as balance 
1975. Interest is payable yearly on 3 1st December. On 
Rs. 5,000 such Debentures were purchased ® 9S plus i% 
30th September 5975 Rs. 4,000 Debentures were sold ® 
less brokerage. 

On 1st December 1975 Rs. 6,000 6% Debentures 
purchased at 95 ex-interest, and on 15th December 1975, 
Debci turcs were sold for 96 ex-interest, the prices being 
mem of broVerage Prepare Investment Account of b% 
X Lid. 


were purchased 
on 1st January 
1st April 1975, 
biokerage. On 
99 cum-intercst 

of X Ltd. were 
Rs. 4,000 such 
net after adjust- 
Dcbcntures of 


(/./.B. Pan I, November 19 75) 
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(c) Debentures of the face value of Rs. 6,000 purchased on 1st December, at a cost of Rs. 5,730. 

Thus the face value of Debentures is Rs. 33,000 (Rs. 22 , 0004 - 5 , 000 + 6 , 000 ) and the cost of Debentures 
is Rs. 31,847 (Rs. 21,267+4,850+5,730). 



(Simple Partnership Accounts — Fixed and Fluctuating Capitals ) 
( — Current and Drawings Accounts— Interest on Capital and) 
(Drawings and Salary and Commission — Revaluation of Assets ) 
(—Treatment of Goodwill — Admission — Retirement —Death of) 
m Partner— Dissolution excluding Garner vj. Murrey and Sale ) 
(to a Limited Company — Amalgamation of Firms— Final) 
(Acuounts— Reserve and Provisions — Sinking and Reserve) 
( ^ Funds. ^ ) 


SIMPLE PARTNERSHIP ACCOUNTS 

Problem 1. Write a short note on Partnership. 

(I.I.B. Part I, November 1970) 

Or - 

Define Partnership ? What are its main features ? 

Solution. According to the Indian Partnership Act 1932 
“Partnership is a relation between persons who have agreed to share the 
profits (including negative profits, i.e., losses) of a business carried nn 
by all or any one of them acting for all.” nea on 

Such persons are individually known as ‘Partners’ and the name of 
the business is called the ‘Firm . U1 

The important features of a partnership are the following : 

1. There must be at least two persons to form a partnershin 
The maximum number is 10 in a banking business and 20 in anv 
business. tuner 

2 There must be an agreement among the partners, which mav 
either be oral or m writing. * u,< - ,n may 

3. The partners must share the profits and losses of tho u ■ 

Any agreement for charitable purposes cannot be a partnershin business ' 

4. There must be a lawful business. P ’ 

5. The business must be carried on by all the Darfn^Vc „ 

of them acting for all. ” r ners or any one 


In the absence of any Partnership Deed, what are 


Problem 2. 
rules relating to : 

(0 Salaries of partners ; {//) Inters nn 

(Hi) Interest on capital : (/,.) Interest nn S! MrS . ? an : 

(v) Division of profits and losses. partners drawings ; 

the terms and Icon^Ss' on^wWch Te^buTine^oTth^ 35 regard 
gh’en^i s° k no vm a s^Ta r^e^ship W Deed S ^ ^ ^ * 

In the absence of an agreement of partnership or of * 

F ot a provisioi 
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indicating a contrary intention, the provisions of law following would 
be applicable : 

(») Salaries of Partners: Partners are not entitled for any salary 
or other remuneration 

(//) Interest on Partners’ loan: On any loan (apart from capital) 
advanced by a partner to the firm, he is entitled to interest on the same 
at 6% per annum. 

(i/V) Interest on Partners’ capital: Partners are not entitled for 
interest on their capital balances. 

(/v) Interest on Partners’ drawings: No interest is to be 
charged on partners’ drawings. 

(v) Division of profits and losses; Every partner . shall share 
profits and losses of the business equally. w 1 

Problem a. What do fixed and fluctuating capital mean ? 

Solution. In partnership, there will be as many capital accounts 
as the number of partners. 

Partner’s capital is the amount invested or contributed (whether 
in cash or in kind or in both) by the partners in the business. Whenever 
a partner contributes towards his capital, cash or property account is 
debited and the capital account of that partner is credited. 

Capital accounts of the partners may be fixed or fluctuating. 

Incase of fixed capital accounts, the original capital invested by 
the partners remains unaltered unless additional capital is invested or 
the capital is withdrawn by mutual agreement. Another account called 
either drawings or current account will appear side by side with capital 
account for each partner. All the adjustments with regard to drawings, 
interest on capital, interest on drawings, salary to partners, profit or loss, 
etc., arc made in the current or drawings account. 

The fixed capital account and the current or drawings account 
appear as under : 

PARTNERS’ (FIXED) CAPITAL ACCOUNT 
Dr. Cr. 


Date Particulars Amount Date Particulars Amount 

Year R*. Year Rs. 

M D To Cash/ As sets M D By Cash/Assets 

(Capital with-drawn) (contributed initially) 

To Balance c/d - By Cash/Assets 

(additions made 
during the period) 


P.S.B.K. 6'T>-2 
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PARTNERS’ CURRENT/DRAWINGS ACCOUNT 
Dr. 


Cr. 


Date Particulars Amount Date Particulars Amount 


Year Rs. 

M D To Cash/Goods 
(drawings) 

To Interest on 
drawings 
To Profit & loss 
A/c (if there is 
Joss) 

To Balance c/d 
(for having a 
balance in the 
business) 


Year Rs. 

M D By Interest on capital 
By Salary 
By Commission 
By Profit & loss a/c 
(if there is profit) 

By Balance c/d 
(for amounts 
overdrawn) 


In the ease of fluctuating capital a '.counts, all transactions relating 
to the amount of capital contributed, drawings, interest on capital and 
drawings, salary or commission, share of profit or loss arc passed through 
the capital accounts of the partners. Hence the balance cf this account 
will fluctuate from period to period. 

PARTNERS’ (FLUCTUATING) CAPITAL ACCOUNT 


Year Rs. 

M D To Cash/Goods 
(drawings) 

To Interest on 
drawings 

To Profit & loss a/c 
(share in net 
loss) 

To Balance c/d 


Year Rs. 

M D By Cash/Assets 
(contributed) 

By Interest on 
capital 

By Salary/Commis- 
sion 

By Profit & loss A/c 
(share in net 
profit) 


Problem 4. Explain the circumstances under which it becomes 

ncccssaiy to open a I rofit and Loss Adjustment Account, and how this 

account is closed? ’ 
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Sotation. Sometimes, after the accounts for the year have been 
made up, certain transactions may come to light which were left out by 
mistake, such as interest on capital, interest on drawings, partners’ salary,/ 
commission, interest on partners' loan etc. Therefore, to arrive at the 
true and fair profit or loss before its division, the above mentioned 
adjustments are carried out in Profit and Loss Adjustment Account in the 
following manner : 

PROFIT AND LOSS ADJUSTMENT ACCOUNT 
for the year ended 


Particulars Amount Particulars Amount 


Rs. 

To Profit &. loss A/c* 

(for net loss b/ilj 

To Interest on capital 
of the partners 

To Partners* salary/ 
commission 

To Interest on partners’ 
loan 

To Balance transferred to 
partners’ capital/current 

A/c* 

(if there is profit) 

Rs. 

By Profit and loss a/c* 

(for net profit b/d) 

By Interest on drawings 
of the partners] 

By Balance transferred to 
partner’s capital/ 
current A/c* 

(if there is loss) 

«= = « 



• There can be either profit or loss and not the both. 


Problem 5. A and B commenced business in partnership on 
1st January, 1975 No partnership agreement was made either oral or 
written. They contributed Rs. 40,000 and Rs. 10,000 respectively as 
capital. In addition A also advanced Rs- 20,000 on 1st July 1975. A met 
with an accident on 1st April 1975 and could not attend to the partner- 
ship business upto 30th June, [975. The profits for the year ended on 
31st December, 1975 amounted to Rs : 0,600. 

Disputes have arisen between them for sharing the profits. 

A Claim 8 : 

(1) He should be given interest at I0/£ p.a. on capital and loan. 

(2) Pro5ts should be distributed in proportion of capital. 

R Claims: 

(1) Net profits should be shared equally. 

(2) He should be allowed remuneration of Rs. 1,000 pun. during 
the period of A’s dimes. 
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. (3) Interest on capital and loan should be given only at 6% p.a, 

You are required to settle the dispute between them and distribut 
the profits, according to law. State reasons for your answer. 

(/ LB. Part I, October I91i 

. Solution: 

In order to avoid disputes and legal proceedings in the course < 
business and to run the firm smoothly and effectively, the partnei 
enter into an agreement written and signed by all of them. Althouj 
this agreement may be verbal as well as implied by the acts of tl 
•partners. 

In the absence of an agreement, the following rules are applicab 
by law: 

(1) A partner is not allowed any salary or remuneration 

(2) Every partner will share profits and losses equally ~ • 

(3) No partner is allowed any interest on capital r : 

(4) No interest is to be charged on drawings. 

(5) Interest @ 6% p.a. is allowed on loans advanced by partners. 

Under .these circumstances, both the claims of A will be rejected. 

B’s claim No. (1) is in accordance with law and will be accepted. 

B’s claim No. (2) will be rejected. 

B’s claim No. (3) will be accepted with regard to the payment 

interest on loan to A @ 6%- p.a. Interest on capital will not 

given. 

Distribution on Profit: 

PROFIT & LOSS ADJUSTMENT ACCOUNT 
Dr. for the year ended 31st December 1975 ( 

Particulars Details Amount Particulars Details Amoi 

Rs, 
50,6 


50, 6C* 


Rs. 

Rs. 

To interest on A’s 
loan @ 6°/ t p.a. 
for a period of 6 
months from 

1-7-1975 to 

31-12-1975 on 

By Balance b/d 

Rs. 20,000 

To Balance c/d to 
partner’s capitals: 

600 

A (£ share) 25,000 

B (£ share) 25,000 


“ — 

50,000 


50,600 
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Problem 6. A, B and C are trading in partnership sharing profits 
' and goodwill in the proportion of 5 : 4 : 3. There is no goodwill account 
in the books of the firm. • 

As and from January 1st 1975 it was agreed that A should give 
only part time to the business and that in consequence he should receive • 
, in future only one half of his previous share, the remaining half being 
divided equally between B and C. At the same time B and C were to - 
; acquire equally between them one half of A’s share of goodwill. The 
goodwill is to be valued for these purposes at Rs. 96,000. 

Show the new shares or the partners and pass journal entry for 
; the purchases of goodwill. . • 

(/ IB. Part I, May 1975) 


Solution: - «:r 


Calculations far new profit sharine ratios 

t • 



A 

B 

C 

Old Shares 

5/12 

4/12 

3/12 

A is to get 1/2 of his previous 
share. t.t„ 1/2 or 5/12 

B will get 1/2 of 5/24 more, l.e. 
4/12+5/48 

5/24 

21/48 

i * ,i 

C will also get 1/2 of 5/24 more, 
te., 3/12+5/4S 



17/43 

New profit sharing ratio will 
be . . 

10 

: 21 

t n 


__ Calculation of Goodwill 
^ Goodwill of the firm is Rs. 96,000. 

\ A is sacrificing '1/2 of his previous share, i.e., 5/24, therefore he will 

gglfa. 20,000 

B and C, each is gaining 5/48, therefore each will pay Rs. 10,000 
^ Rs. 96.000x5 y 
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JOURNAL ENTRY 


■■ — 

Fate 

Particulars 

L.F. 

Debit 

Amount 

Credit 

Amount 

1975 



Rs. 

RS: 

Jan. 1 

B’s capital A/c 

Dr. 

10,000 



C’s capital A/c 

Dr. 

10,000 



To A’s capital A/c 

\ 


20,000 


(Being one-half share 

! of- A’s 




goodwill acquired by B 

; - and C 



* 

equally) 





Problem 7. On 31st December 1966, three partners had the follow- 
ing amounts at the credit of their capital accounts: A Rs. 5,000; B 
Rs. 3, COO; and C Rs. 2,000. 

On 1st January 1967, they had to the credit of their Drawings 
accounts: A Rs. 750; B Rs. 500 and C Rs. 400. 


Profits are divided in the same proportions as the capital upto 
Rs. 2,000. Above that amount A gets 25 per cent; B 35 per cent; and 
C 40 per cent. 

A drew during the year 1967 Rs. 500; B drew Rs. 400 and C drew 
Rs. 300. ■- ' ’ 

The profits for 1967 amounted to Rs.. 3,000. .. 

Give the Drawing, account ^of each partner on 31st December 1967. 

(I IB. Fart, I, October 1968) 

Solution: . . - . - 

WORKING FOR DISTRIBUTION OF . PROFITS 
AMONGST THE PARTNERS 


Amount limits . Amoun ts Payable to 

; A B ' c 


Upto Rs. 2,000 
Balance Rs. 1,000 

Total Rs. 3,000 


Rs. 1,000(50%) Rs. 600 (30%) 
Rs. 250 (25%) Rs. 350 (35%) 


Rs. 1,150 


Rs. 400 (20%) 
Rs. 400 (40%) 


Rs. 950 


Rs. 800 
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SIJ1PLE PARTNERSHIP ACCOUNTS 


S 8 




8*9 ■ 

SIMPLB PARTNERS p ACCOUNTS 

j»» pi™ Tli’ capital^ are \ TTS^ A*? 

Rs. 3,000. The capital is entitled to interest at 5% p. a . ' 4 '°°° d Z 

*M ** >0,000 

(») The year’s interest on the fixed capital due to the partners. 

W Goods or (he cost price of Rs. 500 taken by X for his personal 

W tog thC -count represent- 

own machinery! P of " mc spent m repairing the firm's 

profi Pass journal .entries to record, he above and show the division of 

c . . - : {U.B. Part I, October 1968 ) 

Solution: 

Division of p rofit; 

PRO f‘ T . I & L0SS adjustment account 

lor fno \tt\ryr. _f »i A 


lor the year ended 31st December 1967 . 


Particulars 


Cr . 


Amount Particulars 


Amount 


Y 

Z 


T0 @5°/ S n 00 Capit3lS 
^ 5 /o p.a. : 

A Rs. 300 

Rs. 200 

Rs. 150 

T ° A R /c PaifS t0 macl » n ery 

To Balance c/d to 
capital A/cs’j 

* Rs - 3,283-33 

1 Rs. 3,283-33 

Z Rs. 3,2S3-34 


Rs. P. 


650-00 


500’00 


By Balance b/d 
By X (Drawings) 
(Goods taken for 
personal use) 

By Wages 

(amount wronclv 
debited) 


Rs. P. 

10,00000 

500 00 


500-00 


9,850-00 

11,000 00 


IROOO-OO 



SIMPLE PARTNERSHIP ACCOUNTS 


S'10 


JOURNAL ENTRIES 


Date Particulars L.F. Debit 

Amount 


1977 Rs. p. 

Dee. 3! Interest on capitals a/c Dr. 650 00 

To X*s current a/c 
To Y's current a/c 
' To Z’s current a/c 
(Being interest on capitals @ 5% p a. 
allowed to the partners) 


Dec. 3 1 Profit & loss adjustment a/c Dr. 650*00 

To Interest on capitals a/c 
(Being the expense of the firm transfer- 
ferred to Profit and Loss adjustment 
account) 

Dec. 31 X's current a/c Dr. 500 00 

„ To Profit & loss adjustment a/c 
(Being goods at cost price taken by X 
for his personal use) 


Dec. 31 Repairs to machinery a/c Dr. 500 00 

1 o Wages a/c 

(Being expenditure for repairs to 
machinery wrongly debited to wages 
account, rectified) 


Dec. 31 Profit & loss adjustment a/c Dr. 500 00 

To Repairs to machinery a/c 
(Being the expense of the firm trans* 
ferred to Profit and loss adjustment 
a/c 

Dec 31 Wages a/c Dr. 500 00 

To Profit & loss adjustment a/c 
(Being amount wrongly debited in 
wages account, rectified) 

Dec. 31 Profit & loss adjustment a/c Dr. 9,850 00 

To X*s current a/c 
To Y’s current a/c 
To Z’s current a/c 

(Being the balance of Profit and loss 
adjustment account transferred to part- 
ner^ current accounts) 


Credit 
Ami uit 


Rs. P. 

30000 
200 00 
150 00 


500 00 


500 00 


50000 


500-00 


3-233*3 3 
3,283*33 
3,283*34 
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SIMPLE PARTNERS P ACCOUNTS 

Problem 8. X, Y and Z are in partnership, sharing profits and 
losses equally. Their capitals are X Rs. 6,QG0; Y Rs. 4,000 and Z 
Rs. 3,000. The capital is entitled to interest at 5% p.a. 

The profit for the year ended 31st December , 1967 was Rs. 10,000 
before taking into eonsideratian the following : 

(a) The year’s interest on the fixed capital due to the partners. 

( b ) Goods of the cost price of Rs. 500 taken by X for his personal 
use. 

(c) An amount of Rs. 500 included in the wages account represent- 

ing wages paid in respect of time spent in repairing the firm’s 
own machinery. ... . 

Pass journal entries to record the above and show the division of 
Profit. 

V *7- ( J.I.B. Part I, October 1968 ) 

Solution*. 

Division of Profit: 

PROFIT & LOSS ADJUSTMENT ACCOUNT 
for the year ended 31st December 1967 
Dr - • Cr. 


Particulars Amount Particulars Amount 


Rs. P. 

10,00000 
500 00 

500-00 


11,000-00 


To Interest on capitals 
@ 5% p.a. : 

X Rs. 300 

Y Rs. 200 

z Rs. 150 

To Repairs to machinery 
A/c 

To Balance c/d to 
capital A/cs’: 


X 

Y 

Z 


Rs. 3,283-33 
Rs. 3,283-33 
Rs. 3,283-34 


Rs. P. 

By Balance b/d 
By X (Drawings) 
(Goods taken for 
personal use) 

650"00 By Wages 


500-00 


9,850-00 
11,000 00 


(amount wrongly 
debited) 
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JOUR NAL ENTRIES 

Date Particulars L.F !» Debit Credit 

Amount Ann tint 


1977 Rs. P. 

Dee 3! Interest on capitals a/c Dr. 650 00 

To X*s current a/c 
To Y’s current a/c 
To Z’s current a/c 

(Being interest on capitals 5% p.a. 
allowed to the partners) 


Dec. 31 ' Profit & loss adjustment a/c Dr. 650"00 
To Interest on capitals a/c 
(Being the expense of the firm transfer- 
ferred to Profit and Loss adjustment 
account) 


Dec. 3 1 X’s current a/c Dr. 500'00 

. To Profit & loss adjustment a/c 
(Being goods at cost price taken by X 
for hts personal use) 


Dee. 31 Repairs to machinery a/c Dr. 500 00 

To Wages a/c 

(Being expenditure for repairs ' to 
machinery wrongly debited to wages 
account, rectified) 


Dec. 31 Profit & loss adjustment a/c Dr. 500‘00 

To Repairs to machinery a/c 
(Being the expense of the firm trans- 
ferred to Profit and loss adjustment 
a/c 

Dec 31 Wages a/c Dr. 50000 

To Profit & loss adjustment a/c 
(Being amount wrongly debited in 
wages account, rectified) 

Dec. 31 Profit & loss adjustment a/c Dr. 9,850 00 
To X’s current a/c 
To Y’s current a/c 
To Z’s current a/c 

(Being the balance or Profit and loss 
adjustment account transferred to part- 
ners’ current accounts) 


Rs. P. 

300 00 
200 00 
150 00 


650-00 


500 00 


500 00 


500-00 


500-00 


3.233-33 

3,283-33 

3,283*34 
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The credit balances of lhcir current accounts were : 

A, Ks. 2,304 ; B, R«. 3,728 ; and C, Rs. 1,152. 

Their drawings during the year were : 

A, Rs. 10,000 ; B. Rs. 12,000 ; and C, Rs. 5,000. 

The profits for the year were Rs. 30,096, before making any adjustments for interest as above. 
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1 5% p a. on Rs. 40,000, 1 r„ Rs. 2,(C0. 
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SIMPLE PARTNERSHIP ACCOUNTS 


8 15 

Problem 10. The capital accounts of P, Q and R stood at 
Rs 10,000; Rs 7 500 and Rs, 5,000 respectively after the necessary adjust- 
ments ’ in respect of the drawings and the net profit for the year ended 
31st December 1964 It was subsequently ascertained that 5% interest 
on capital and on the drawings of each partner had been omitted. The 
drawings of the partners had been P — Rs. 1,000, Q — Rs. 750 and R 
Rs. 600. The interest on these amounted to Rs. 20; Rs. 15; and Rs. 7‘50 
respectively. The profit for the year as already adjusted amounts to 
Rs. 5,000. The partners share profits in proportion of 2/5tb, 2/5th and 
l/5lh. 


Give the adjusted capital accounts of the partners together with the 
Journal entries necessary for such adjustments. 

(7./.5. Part /, February 1966) 


Solution; 

Workings for calculation of opening capital: 

The partners have fluctuating capital accounts. Therefore, to cal- 
culate interest thereon, it is necessray to know the amount of opening 
capitals. 


Particulars 


Amounts 


P 

Q 

R 


Rs. 

Rs. 

Rs. 

Capital as on 3 M2- 1964 
' Add-. Drawings for the period 

10,000 

1,000 

7,500 

750 

5,000 

600 

Less : Profits 

11,000 

2,000 

8,250 

2,000 

5,600 

1,000 

Capitals as on 1-1-1964 

9,000 

6,250 

4,600 


Workings for calculation of interest on capitals @5% pa.; 


P 

.9,000 X 5 

100 

Rs. 45G*00 

Q 

n 6,250 X 5 

J!s - 100 

Rs. 312-50 

R 

r,„ 4,600 X 5 

R 200 

Rs. 230*00 


SIMPLE PARTNERSHIP ACCOUNTS 


PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To Interest on capitals: 

Rs. P. 


By Interest on drawings: 

Rs. P. 

P 2000 

0 1500 

R 750 

By Balance (loss) c/f 
to capital accounts 
P (2/5th) 380 CO 
Q (2/5th) 380 00 
R. (I /5th) 190 00 


ADJUSTING JOURNAL ENTRIES 


Particulars L F. De 


Dec. 31 Profit & loss adjustment A/c Dr. 
To P’s A/c 
To Q’s A/c 
To R’s A/c 

(Being interest on capitals @ 5% on 
the opening balances of capitals of the 
partners) 


Dec. 31 P’s A/c 

Dr. 

20 CO 

Q’s A/c 

R’s A/c 

Dr. 

1500 

Dr. 

750 


To Profit &. loss adjustment A/c 
(Being interest on drawings charged 
from the partners) 


Dec 31 P's Ac 

Dr. 

3S0CO 

Q s A c 

Dr. 

380 CO 

R’s A/c 

Dr. 

19000 


(Being loss on account of adjustments 
for interest on capitals and interest on 
drawings transferred to partner’s capi- 
tal accounts) 





ADJUSTED PARTNERS’ CAPITAL ACCOUNTS 
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Problem 1 1. Rich, Middle and Poor arc in partnership trading as 
RMP Enterprises, sharing profits and Josses in the ratio of 2 : 2 : 1 res- 
pectively. Interest is charged on partners’ drawings at the rate of 5% per 
annum and credited on partners’ capital account balances at the rate of 
5% per annum. 

Middle is the firm’s sales manager and for his services he is credited 
with a salary of Rs. 24,000 per annum. 

During the year ended 31st August 1977, the net profit of the firm 
was Rs. 1,86,000 and the partners drawings were: — 

Rich Rs. 36,000 

Middle Rs. 24,000 

Poor Rs. 24,000 

In each case, the above sums are withdrawn in.two equal instalments 
on 28th February 1977 and 3lst August 1977. 

On 28th February 1977, the firm agreed that Rich should withdraw 
Rs. 30,000 from his capital account and that Poor should subscribe a 
similar amount to his capital account. 

The credit balances or the partners* accounts as on 1st September 
1976 were as under: 

Capital Accounts Current Accounts 
Rs. Rs. 

Rich 2,40,000 19,200 

Middle 2.10, OCO 16,800 

Poor 1,80.000 14.400 

You are required to: 

(1) Prepare Profit and loss appropriation account for the year 
ended on 3 :st August, 1977. 

(2) Prepare the Partners’ capital and current accounts for the year 
ended 31st August, 1977. 

{U.B. Part I, November 1977 ) 

Solution: 

■Workings for calculation of interest# on capital of partners 


Saw of the 

Partners ' from To 

Months 

Capital 

Amount 

Interest 

®j’/. 

Total 

Interest 





Rs. 

Rs. 

Rs. 

Rich 

1-9-76 

28-2-77 

6 

2,40.000 

6,000 


1*3*77 

31-8-77 

6 

2,10,000 

5,250 

11,250 

Middle 

1-9-76 

31-S-77 

12 

2,10,000 

10.500 

10,500 


1-9-76 

28-2-77 

6 

1,80.000 

4,500 


IVul 

1-3-77 

31-8 77 

6 

2,10,000 

5,250 

9,750 


P.S.B.K. 6 £3-30 
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V/orliiogs for calculation of Interest on partner’s drawings : 

v 1. The second instalment of drawings is withdrawn on 31-8-1977, 

i.e., the last day of closing the accounts. Therefore, no interest will be 
.charged on this instalment. 


2, Interest on drawings amounting to Rs. 18,000 and Rs. 12,000 
5% p.a. for the period 28-2-1977 to 31-8-1977, i.e., for 6 months will 
be charged only from Rich and Poor respectively, which is as under : 


Rich: 


18,000X5X6 
KS - 100x12 


= Rs. 450 


Poor: 


12,000x5x6 
LlCOx 12 


Rs. 300 


3. Interest on drawings will not be charged from Middle, because 
his drawings are equal to the amount of salary credited to his account. 


PROFIT AND LOSS APPROPRIATION ACCOUNT 
OF RMP ENTERPRISES 


Dr. 


for the year ended 31st August, 1977 


Cr. 


Particulars Details 

Amount 

Particulars 

Details 

Amount 

i 


Rs. 

Rs. 


Rs. 

Rs, 

To Interest on 



By Balance b/d 


1,86,000 

capitals: 


\ 

By Interest on 



Rich 

11,250 


; drawings: 



Middle 

10,500 


Rich 

450 


Poor 

9,750 

31,500 

Poor 

300 

750 

To Balance c/d 






to current 






accounts: 






• Rich (2/5th) 

62,100 





Middle (2/5th) 

62,100 





Poor (l/5th) 

31,050 

1,55,250 






1,86,750 



1,86,750 





\ 

=== . 


Note. It is assumed that Rs. 1,86,000, the net profit of 
has been calculated after charging the salary payable to Middle 
sales manager." ~ - ■ 


the firm, 
firm’s 


as 


PARTENRS' CAPITAL ACCOUNTS 
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SIMPLE PARTNERS 


Problem 12. X and Y commenced business on 1st h 

They prepared the following balance sheet as on 30th Sept> 

f.e. for a period of 9 months : 


Liabilities 

Details 

Amount 

Assets 

' 

Rs. 

Rs. 

Rs. 


Capital Accounts : 
Cash brought in 

Add : Profit for the 
period ’ 

X 

2,000 

1,500 

Y 

2,000 

1,500 


Plant and 
machinery 

Bicycle 

Stock on hand 
Book debts 
Payments in 
advance 

Cash in hand 

Less : Drawings 

3.500 

2.500 

1,000 

3.500 

1.500 

2,000 

3,000 

Creditors 



1,500 


Loan 



3,000 


Bank overdraft 



5,000 





12,500 





C3 O = 

, 


However, later on the following facts were disclosed : 


(1) Stock on hand (Rs. 2,000) included raw material 
Rs. .300 which were on approval only and had not been rec 
the books. 

(2) Book debts amounting to Rs. 500 were considered 
irrecoverable and others totalling to Rs. 250 doubtful. 

(3) Plant and machinery (Rs. 5,000) had been purch. 
1st March 1969 was taken at cost. It was agreed that depreci 
provided at 10% per annum. 

(4) Goods costing Rs. ICO was given to Y had not been ret 
the books of accounts. 

(5) No provision for an unexpired portion of an i r 
premium of Rs. 400 paid for the year ended 31st March 1970 b- 
made. 

(6) Rs. 200 interest on bank overdraft to 30th Septemt 
had not been taken into account. 

(7) Outstanding rent of Rs. 100 for the month of Septemb 
was not provided. 

(8) Sundry creditors including Rs. 150 for goods returned 
the suppliers before 30th September 1969 and for which no adji 
have been made. 



SIMPLE PARTNERSHIP ACCOUNTS g.jj 

You arc required to prepare 

(a) a summary of Ihe adjustminli lo the Profit ani Ion aeeauat 
lor the period, and 

(4) a revised balance sheet as on 30th September 1969. 

' (II. B. Part /, May 1970) 

Solution: 

(a) PROFIT AND LOSS ADJUSTMENT ACCOUNT 

Or. Cr. 

St. Particulars 

Amount 

SL Particulars 

Amount 


Rs. 


Ku 

(1) To Stock on hand 

300 (4) By Y 

103 

(Raw material 


(Goods taken ‘home* 


taken on approval, 


but not recorded) 


wrongly added in 

(5) By Payments in 


the ftocfc) 


advance : 

200 

(2) To Dad debts 

500 

(Unexpircd insurance 


(Book debts considered 


for 6 months up to 


irrecoverable) 


31*3-1970) 


(2) To Reserve for doubtful 

(8) By Returns outwards 

150 

debts 

250 

(Goode returned to 


(Book debts considered 


creditors not 


doubtful) 


recorded) 


(3) To Depreciation on 


By Loss transferred to 


Plant and machinery 

350 

capital account : 


{<■« 10% p.a. on 


X tt shard Rs *25 


Rs. 5,000 for 7 months) 


Y share R- *25 

1^57 

<6) To Interest on overdraft 

200 

— 


(7) To Outstanding 




expenses : 




Rent for the month 




of Sept. 1%) 

100 



t,‘00 



- - ■— 

— 
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REVISED BALANCE SHEET OF X and Y 
1 as on 30th September, 1969 


Liabilities Details Amount Assets 


Details 

Amount 

Rs. 

Rs, 

5,000 


350 

4,650 

2,000 

4C0 

300 

1,700 

4,750 


500 



Rs. Rs. 

Capital 

Accounts : ; X Y 

Cash brought in 2,000 2,000 
Add : Profit for 
the 


Rs. 


period 

1,500 

1,500 


3,500 

3,500 

Less : Loss on 



account of 


adjust- 



ments 

625 

625 


2,875 

2,875 

Less : Drawings 2,500 

1,600 


375. 

1,275 

Creditors 

1,500 

“ ' " J r 

Less : Returns 



outwards 

. 150 


Loan 

— i, 1- n_ 


Bank overdraft 

5,000 


Add : Interest 

200 



Plant and 
machinery- 
Less : Depre- 
ciation 

Bicycle 

Stock on hand 
Less : On 

approval 

Book debts 
Less : Bad 
debts 


4,250 


ent outstand- 
n 8 (for the 
month of Sept. 1969) 


Less : Reserve 
1,650 for doubt- 
ful debts 250 

Payments in 

1,350 advance . • ... 100 

Add : Unexpired 
3,000 insurance 

for 6 

5,200 months 

up to 

31-3-1970 200 

100 Cash in hand 
31,300 


4,000 


300 

250 

11,300 


Rs. 2,000 respectively ^ f >arfn 5 rs w i*h capitals of Rs 4 oon 

t'Kj c r t 1 ! 0 ^ '°l s “ ''n Propo'rt 

and « partnership salary of R s 3 COO to tf /‘J P - er ccnt P« annum 
accordingly agreed 'that— part "^<> ^ 1st C^°, 9 ? 

Rs. s$o° ^ ' n fulure b0 to a partnership sa , ary of 

allowed on capital at 5 per cent per annum. 
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, > (c) C t a departmintal mwgst, shill be introduced as a partner, 
without capital, as and from 1st January 1973 with a salary of Rs 7,500 - 
par anium, the excess of over Rs. 4,000 (his previous salary as minaeer) 
being chargeable against A and not against the firm’s profits before 
division. 

(d) C shall be atso entitled to one -tenth of the profits after charging 
interest on capital and partnership salaries 

(e) The balance of profits is to be divided as to three-fifihs to -A 

and two-firths to B. , 

The profits for the year ended 3 1st December 1973 were Rs. 25,000 
before charging interest on capital and Partnership salaries. 

You arc required to show the’ division between the partners, 
assuming that the salaries have been drawn during the year. 

Drawings of partners: A Rs. 5,000, B Rs. 3,000, C Rs. 1,000. 

( U.B . Part I, May 197-0 

Solution: 

PROFIT & LOSS ADJUSTMENT ACCOUNT 
for the year ended 31st December, 1973 
Dr. CV. 

Particulars Amount Particulars Amount 

Rs. . ... 

To B (Salary) 5,000 By Balance b/d (Profit) 

To C (Salary) 7,500 By A (Salary in excess , 

To A (Interest on capital of Rs. 4,000 payable 

• <^-5% p.a. on Rs 4000) 200 to C, to be charged 

To B (Interest on capital against him) 

@5% p.a. on Rs. 2,000) 100 

To Balance transferred 
to capital accounts : Rs. 

C 1,570 

(J/lOih of profit) 

A 8,47$ 

(3/5th of Rs. 14,130 
i.c, Rs. 15,700— 

1.570) 

B 5,652 

(2/5lh of Rs. 14,130) 15,700 

28,500 


Rs. 

25,000 

3,500 
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PARTNERS’ CAPITAL ACCOUNTS 


Particulars 


Amounts ParMu i ars 
ABC 


Rs. Rs. Rs. 


ToP&L 
Adj. ajc 

(Salary to C) 3,500 
To Bank 
(Salary 


By. Balance 
b/d 

By P & L 
Adj. A/c 
(Interest on 


Amounts __ 

~~A £ C 

■Rs. Rs. Rs. 

4,000 2,000 , — 


withdrawn) — 5,000 7,500 capitals) 200 100 

To Bank By P & L 

(Drawings) 5,000 3,000 1,000 Adj. A/c 

To Balance (Salaries) — 5,000 7,500 

c/f 4,178 4,752 570 By P & L 

Adj. A/c 

(Profit) 8,478 5,652 1,570 


12,678 12,752 -9,070 -. 


12,678 12,752 9,070 


Problem 14. Journalise the following transactions in the books of 
M/s. Shah Brothers, a partnership firm : 

(a) Nayan and Hiten are partners in the firm sharing profits in 
the proportion of 2 : J. They admit Ronak as partner with 1/4 share in 
the profits. He brings Rs. 24,000 as his share in the goodwill of the 
firm. The new profit sharing ratio is Nayan 13/24, Hiten 5/24 and 
Ronak 1/4. Ronak does not bring any capital, 

( b ) They purchased goods from Patel Brothers of the value of 
Rs. 10,000 at 10% trade discount. They paid for half the amount in 
:ash and for the balance accepted a bill for 2 months. Patel Brothers 
iiscounted the Bill with bankers at 10% discount. 

( c ) A payment of audit fees Rs. 500 to Mr. Bam* a Chartered 
Accountant, was duly entered in the cash book but was posted on the 
redit side of Mr. Barn’s account as Rs. 5,000. The mistake, if any ,4s 
o be rectified. (The difference in trial balance was taken to suspense 
ccount). 

(d) They purchased a second-hand motor car from M/s. Metro 
lotors for Rs. 10,000. In consideration, they gave their old motor 
tr (book value Rs. 3,000) and Rs. 6,000 cash. 

(e) At the end of the year, the sundry debtors are Rs. 28,500. 
was decided to write off Rs. 3,500 as bad debts. The firm maintains 
serve for doubtful debts at 5% of sundry debtors and the reserve 
is Rs. 4,750 at the beginning of the year. 

{LIB. Part I, May 1976 ) 


SIMPLE PARTNERSHIP ACCOUNTS 
Solution! 

In'thc Books of M/s. Shah Brothers : 

JOURNAL ENTRIES 

SI. Particulars L.F. 


(a) 


Bank A/c Dr. 

To Goodwill a/c 

(Being the sum brought in by Ronak, 
the incoming partner as his I/4tb 
share in the goodwill of the firm) 


Goodwill A/c Dr. 

To Nayan’s capital A/c 
To Hilen’s capital a/c 
(Being goodwill brought in by Ronak, 
transferred to old t artners* capital 
accounts in their sacrificing ratio as 
shown below : 


Sacrificing ralio= 

Old proportion- new proportion. 


Mayan's 2/3-13/24=16/24-13/24 
= 3/24 

Hiten’s 1/3—5/24 « 8/24-5/24 
=3/24 


Thus, the old partners are sacrificing 
in equal proportions. 

Ronah’s share- 3/24+ 3/24 « 6/24 
*=1/4) 


(6; Purchases A/c Dr. 

To Patel Brothers 

\ Being goods of the total value of 
Rs. 10,0C0 purchased from Patef 
Brothets at a trade discount of 10% 
ic. (Rs. 10.C00- Rs. I,00D*=Rs. 9000). 
Their invoice for Rs. 9,000 recorded h 


Patel Brothers Dr. 

To Cash A/c 
To Bills payable A/c 
(Being half of the total amount due 
paid in cash and for the remaining 
half accepted a bill drawn b> Patel 
Brothers for 2 months, due on ... ) 


8 26 


Debit Credit 

Amount Amount 


Rs, Rs. 

24,000 

24,000 


24,000 

12,000 

12,000 


9, COO 

9,000 


9.0CO 


4.500 

4.500 
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Note : No journal entry will be passed 
in the books of Shah Brothers for the 
bill got discounted by Patel Brothers 
from their bankers. 


Audit fees a/c Dr. 

Barn’s A/c Dr. 

To Suspense A/c 

(Being the payment of audit fees 
Rs. 500 was to be debited to audit fees 
account, but wrongly credited- in the 
personal account of Mr. Bam as 
Rs. 5.000, resulting in a difference of 
Rs. 5,500 in the trial balance, already 
transferred to suspense account, now 
rectified) 


500 

5,000 ' 

5,500 


Motor car A/c Dr. 10,000 

To Metro Motors 10,000 

(Being a second-hand motor car pur- 
chased from M/s. Metro Motors) 


Metro Motors Dr. 10,000 

To Old motor car A/c. 4,000 

To Cash a/c 6,000 

(Being payment due • to M/s. Metro 
Motors settled by paying Rs. 6,000 in 
cash and giving, them our old motor 
car of. the book value of Rs. 3,000 at 
Rs. 4,000) 


Old motor car A/c Dr. 1,000 

To Profit on sale of old motor A/c 1,000 

(Being the old motor car of the book 
value of Rs. 3,000 disposed of at a 
price of Rs. 4,000 to M/s. Metro 
Motors, i.e., at a profit of Rs. 1,000) 


Profit on sale of old motor car a/c Dr, 1,000 

To Profit & loss a/c j 000 

(Being profit on sale of old motor car 
transferred to profit and loss account) 
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(<•) 

Bad debts A/c Dr. 

To Sundry debtors a/c 
(Being bad debts written off) 

3,500 

3,500 



Reserve for doubtful debts a/c Dr. 

3,500 



To Bad debts A/c 

3,500 


(Being bad debts adjusted from reserve 
for doubtful debts, i.e. from the exist- 
ing reserve of R$. 4,750) 


Note : The firm maintains reserve for 
doubtful debts '(SJ 5%. The total 
debtors are amounting to Rs. 28,500— 
Rs. 3,500 for bad debts, I.e. Rs. 
25,000. Therefore, the amount of 
reserve required is Rs. 1,250 (5% on 
Rs. 25,000). 

The Reserve was Rs. 4,750 at* the 
beginning or the year and a Sum of 
Rs. 3,500 has been transferred to bad 
debts written off during the )ear. 
Hence, the reserve as per books stand 
at Rs. 1,250 (Rs. 4,750-Rs. 3,500) 

Therefore, no further provision for 
reserve for bad and doubtful debts is 
to be made. 


Problem 15. Morari, Charan aod Ram are partners in a firm shar- 
ing profits and losses in the ratio of 2 : 1 : 1. It is agreed that interest on 
capital will be allowed at 5% per annum and interest on Drawings will be 
charged at 4% per annum. (No interest will be charged or allowed on 
Current Accounts). 

The following are the particulars of the Capital, Current and Draw- 
ings Accounts of the partners: 



Morari 

Charan 

Ram 


Rs. 

Rs. 

Rs. 

Capital (1st January 1978) 

75,000 

40,000 

30.000 

Current Accounts (1st January 1978) 

10.000 

5.000 

5,000 (Dr.) 

Drawings 

15,000 

10,000 

10.000 

Interest on Drawings (I97S) 

500 

190 

350 

The final accounts as prepared b> 

■ Patel, th 

: accountant of the firm. 


showed a net profit of Rs. 60,000 before taking into account interest on 
Capita! and Drawings and subject to the following a.1 straents: 

(a) Life Insurance Premium of Morari’s son amounting to Rs t.oOQ 

paid by the firm on 1st O-tober 197S has been charged to Mis- 
cellaneous Expenditure Account. 
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(b) Repairs to machinery amounting to Rs. 10,000 has been debited 
to Plant account and depreciation thereon charged at 20%. 

(c) Travelling expenses of Rs. 3,000 of Cbaran for. attending Kisan 
Sammelan paid by the firm on 30th June, 1978 has been debited 
to Travelling expenses account. 

(/) You' are required to prepare Profit and Loss Adjustment 
Account. 

(it) Profit and Loss Appropriation Account. 

(tit) Current Accounts of the partners for the year 1978. 

{I.I.B. Part l, April 1979) 

Solution: 

Rectifying Journal Entries in the Books of the Firm: 

SI. Particulars Debit Credit 

Amount Amount 


Rs. Rs. 

(1) Moran’s Drawings A/c Dr. 1,000 

To Profit & Loss adjustment A/c 1,000 

(Being Life Insurance Premium of 
Morari’s son paid by the firm on 1st 
October 1978 already charged wrongly 
to Miscellaneous Expenditure account, 
now rectified) 


<2) Morari’s Drawings A/c Dr. 

To Interest on Drawings A/c 

(Being interest on drawings charged 
@ 4% p.a. for a period of 3 months, 
i.e., from M0-1978 to 31-12-1978, on 
Rs. 1,000) 


(3) Interest on Drawings A/c Dr. 

To Profit & Loss adjustment A/c 

(Being interest on Moran’s drawings 
Rs. 500 for 1978 as given and Rs. 10 
as per entry No. 2 above, transferred 
to the profit and loss adjustment 
account) 


10 


10 


510 

510 


(4) Profit & Loss adjustment A/c Dr. 3,750 

To Interest on Moran’s capital 3,750 

(Being interest on Morari’s capital 
amounting to Rs. 75,000 allowed @ 

5% per annum) 
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(5) Profit & Loss adjustment A/c Dr. 
Depreciation on Plant & Machinery 
A/c Dr. 

To Plant & Machinery A/c 

(Being repairs to machinery on 

wrongly included in the Plant and 
Machinery account now rectified by 
crediting the above said account. The 
actual expenses of Rs. 10,000 was to 
be debited to the Profit & Loss 
account, but only Rs. 2.000 have been 
charged as depreciation @ 20%. Thus, 
the balance of Rs. 8,000 js now debi- 
ted to the Profit and Loss adjustment 
account) 


(6) Charan’s Drawings A/c Dr. 

To Profit & Loss adjustment A/c 
(Being the personal expenditure of the 
partner as on 30-6-1 978 .wrongly debi- 
ted to the Travelling expenses account 
and as such already charged from Pro- 
fit and Loss account, now rectified -by 
debiting the Partner's drawings 
account) 


(7) Charan’s Drawings A/c Dr. 

To Interest on Drawings A/c 
(Being interest on drawings charged 
@ 4% p a. for a period of 6 months, 
U. from 1*7-1978 to 31-12-197S. on 
Rs. 3,000) 


(8) Interest on Drawings A/c Dr. 

To Profit <£ Loss adjustment A/c 
(Being interest on Charan's dramngs 
Rs. 190 for 1978 as gisen and Rs 60 as 
per entry No. 7 abose, transferred to 
the Profit &. Loss adjustment a/c) 


(9) Profit & Loss adjustment A c Dr. 
To Interest on Oman's Capital 
(Being interest on Oman's capital 
amounting to Rs. 40,000 allowed y, 5% 
per annum) 


8,000 

2,000 

10,000 


3,000 

3,000 


60 


60 


2.000 

2,000 
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(10) Interest on Drawings A/c Dr. 

To Profit & Loss adjustment A/c 

(Being interest on Ram’s drawings for 
1978 transferred to the Profit & Loss 
adjustment a/c) 


(II) Profit & Loss adjustment A/c Dr. 
To Interest on Ram’s capital 

(Being interest on Ram’s capital 
amounting to Rs. 30,000 allowed @ 
5% per annum) 


350 


350 


1,500 

1,500 


0) PROFIT AND LOSS ADJUSTMENT ACCOUNT 

OF M/s. MORARI CHARAN AND RAM 

for the year ended 31st December, 1978 
Dr Cr. 


Particulars 


Details Amount Particulars Details Amount 


Rs. 

Rs. 


- Rs. 

Rs. 

To Plant & Machinery 

10,000 

By Net Profit b/d 

50,000 

To Interest on Capitals: 


By Morari’s Drawings 

1,000 

Morari 


By Charan’s Drawings 

3,000 

(5% on Rs. 75,000) 3,750 


By Depreciation on: 

Charan 


Plant & Machinery 


(5% on Rs. 40,000) 2,000 


(20% on Rs. 

10,000) 

2,000 

Ram 

• 

By Interest on 

Drawings: 

(5% on Rs. 30,000) 1,500 

7,250 

Morari 

510 




Charan 

250 


To Balance transferred to 


Ram 

350 

1,110 

Profit & Loss 
appropriation a/c 

49,860 





67,110 



67,110 


0*0 


JLWOO ^rrrvurKlAIiUiN ACCO 
OF M/s. MORARI, CHARAN AND RAM 

for the year ended 31st December 1978 


To Profit c/fd to 
current account of 
the partners: 

Morari (1/2 share) 24,930 
Charan (1/2 share) 12,465 
Ram (1/4 share) 12,465 


By Profit b/d from 
Profit & Loss 
adjustment A/c 


y ' 


49,860 

49.S60 


49,860 


49,S60 



partner’s current accounts 
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ft. 
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Problem 1. Black and White are partners sharing profits in 
proportion to their capitals. At the close of their financial year on 31st 
December 1979, the following balances stood to the credit ot the 


partners : 


Capital Accounts Black 

Current Accounts Black 


Rs. 

20,000 White 

1,060 White 


The partnership deed provides 

(a) That White shall be credited with a partnership 
Rs. 1,000 per annum for managing the business. 


Rs. 

5,000 

2,800 

salary of 


(6) That White shall be entitled to 10 per cent of the net profits 
after charging his salary, and interest on Capital, Current 
accounts and Drawings. 

(c) Interest at 5 per cent per annum to be allowed on Capital and 
Current accounts. 


The partner’s drawings were Black Rs. 10,000; and White Rs. 3,000, 
on which the following amounts for interest are to be charged : Black 
Rs. 330, White Rs. 80. 

In addition to the entries necessary to record the above particulars 
the following balances were extracted from the books of the firm as on 
31st December, 1979: 


Freehold Premises 

Sundry creditors 

Advertising 

Office salaries 

Sundry debtors 

Office expenses 

Insurance 

Delivery expenses 

Stock, 31st December 1979 

Provision for bad debts, 1st January 1979 

Trading Account Cr. balance 

Machinery and Plant, 1st January 1979 

Machinery additions during the year 

Motor lorries 

Factory expenses paid in advance 
Cash at Bank 
Cash in hand 

Mortgage on Freehold premises at 6% p.a. 

Office Furniture 

Patents 

Mortgage interest 


Rs. 

15.000 
24,150 

4,339 

2,189 

16,020 

622 

364 

2,203 

21,069 

600 

34,628 

13$280 

1,560 

900 

70 

2,841 

31 

10.000 
300 

4,000 

450 
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You are required to prepare a profit & Loss Account for tbe sear 
ended 31 $t December 1979, and a Balance Sheet as on that date. 

When preparing the above accounts the following matters arc to be 
taken into consideration regarding which no entries had been made in the 
books : 

(a) Depreciation to be provided as follows : 

Plant— old balance, 10 per cent per annum ; 

Plant, additions, 25 per cent ; 

Office furniture, 10 per cent per annum ; 

Patents, 10 per cent per annum. 

( b ) Motor lorries were valued on 31st December 1979 at Rs. ECO. 

(c) The provision for Bad Debts is to be made upto 5 per cent on 
Sundry Debtors. 

(d) Interest on Mortgage has been paid to 30th September 1979. 

(e) The following amounts are to carried forward to next 3 ear 1 
Insurance Rs. 62; Advertising Rs. 873. 

(/) Office salaries Rs. 69 were owing at 31st December 1979. 

(f LB. Part /, April 19S0) 

Solution; 

PROFIT AND LOSS ACCOUNT OF 
BLACK AND WHITE 
for the jear ended 31 st December, 1979 
Dr. Cr - 


■ Particulars 

Details 

Amount 

Particulars 

Details Amount 


Rs. 

Rs. 


Rs. 

Rs. 

To Advertising 

4,339 


By Gross Profit 



Less : Carried forward 



b.'d from 




E78 

3,461 

Trading A/c 


34,625 


. 


By Interest on 




2,189 


Drawings ; 



sidJ: 0*l!>5 

69 

2,25S 

Black 

White 

330 

80 

410 

To Office expenses 


622 


— 


To Insurance 

364 





Less : Carried forward 






to next sear 

62 

302 




To Delivery expenses 


2,203 




To Mortgage interest 

450 





Add: Outstanding for 






3 months 

150 

600 




Total c/fd 

9,446 

Total c/fd 

35,035 
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Total b/fd 9,446 

To Depreciation on 
Machinery & Plant 
(10% on Rs. 13,280) 1,328 
J.25% on Rs. 1,560) 390 1,718 


To Depreciation on 

Motor lorries 
(Rs. 900—800) 


100 

To Depreciation on 

Office furniture 
(10% on Rs. 300) 


30 

To Depreciation on 
Patents 

(10% on Rs. 4,000) 


400 

To Provision for bad 
debts 

(5% of Rs. 16,020) 

801 


Less : Provision as on 
1-1-1979 

600 

201 

To Partnership salary 
to White 


12,000 

» Interest on capitals : 



Bluck 

(5% on Rs. 20,000) 

1,000 


White 

(5% on Rs. 5,000) 

250 

1,250 

) Interest on current 
accounts : 

Black 

(5% on Rs. 1,060) 

53 


White 

(5% on Rs. 2,800) 

140 

193 

olNct Profit transferred 

to 


Partners current A/cs : 



White (10%) 

970 


Black (4/5lh of 90%) 

6,984 


White (i/5lh of 90%) 

1,746 

9,700 


35,038 


Total b/fd 35. 


35, ( 
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PARTNER’S CURRENT ACCOUNTS 
Dr ■ Cr. 


Particulars 

Black 

White 

Particulars 

Black 

White 


Rs. 

Rs. 


Rs. 

Rs. 

To Drawings 

10,000 

3,000 

fly Balance b/d 

1,060 

2.S00 

To Interest on 



By Partnership 



drawings 

330 

SO 

salary' 

— 

12,000 

To Balance c/d 

— 

14,826 

By Interest on 






capital 

nooo 

250 




By Interest on 






current accounts 53 

140 




By 10% of profit 

— 

970 




By Net profit 

6.9S4 

1,745 




By Balance c/d 

1.233 

— 


10,330 

17,906 


10,330 

17,906 





*** =, * c * 



BALANCE SHEET OF BLACK AND WHITE 
ns on 31st December, 1979 


Liabilities Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs . 

Rs. 

Capital Accounts: 



Freehold premises 


15,000 

Black 

20,000 


Sundry debtors 

16,020 


White 

5,000 

25,000 

Less : 5% Provision 






for bad debts 

$01 

15,219 

White’s current A/c 


14, $26 


— 


Sundry creditors 


24,150 

Stock 


21,069 

Mortgage of Free- 



Machinery’ & Plant 

13,280 


hold premises 



Additions 

1,560 


at 6% p a. 


WfiCO 




Outstanding 




14. W0 


expenses : 



Less : Depreciation 

1.718 

13,122 

Mortgage interest 




— 



150 


Motor lorries 

900 


Office salaries 

69 

219 

Less ■ Degree ulwn 

100 

ECO 


— - - 


Factory expenses 

— - — - 





paid in advance 


- 




Cash at har.ii 






Cash in hand 






Office furniture 

300 




. 

Less Deprecation 

,11 r ^~~ 


74,195 


Total c/fJ 


Total c, fd 
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Total b/fd 74,195 

Total b/fd 

Patents 

4,000 

8-37 

68,422 

- 

Less : Depreciation 

400 

3,600 


Prepaid expenses : 

62 

- 

Insurance 

940 

Advertising 

878 

* Black’s current A/c 


1,233 

74,195 


74,195 

zzz. = 


==== = 


Problem 2. A and B are partners sharing profits and losses in 
the proportion of three-fifths and two-fifths respectively. The under- 
mentioned balances were extracted from their books on 31st December 


1980: 

Rs. Rs. 

A’s Capital Account 65,000 Postage and Telegrams 500 

A’s Drawings 4,000 Advertising 9,000 

B’s Capital Account 40,000 Stock as on 1st January 1980 11,500 

B’s Drawings 3,000 Stock as on 31st Dec. 1980 12,500 

Goodwill 40,000 Cash in Hand 16,000 

Sales 1,60,000 Wages 14,000 

Sundry Creditors 14,500 Telephone charges 500 

Returns Outward 2,500 Salaries 12,250 

Bills Payable 8,900 Printing and Stationery 740 

Office Furniture 5,000 Commission Paid 5,000 

Purchases 85,000 Travelling Expenses 2,000 

Sundry Debtors 40,500 Carriage Inward 5,800 

Returns Inward 1,500 Motor Vans 20,860 

Rent 3,750 Plant and Machinery 10,000 


Please take into account the following adjustment : — • 

(0 Write off Rs. 250 from office furniture, 

10% on Plant and Machinery, 

20% on Motor Vans. 

(if) Create a Reserve of 5% on the Sundry Debtors for Bad debts. 
(in) Write off one-fifth of the Advertising Expenses. 

(iv) Partners are entitled to interest on Capital @5% per annum. 
(*) B is entitled to salary of Rs. 1 ,800 per annum. 

Prepare — 

(a) Trial Balance as at 31st December 1980. 

W IufDi=ll r °i9y ndLoSS account for the year ende 
(c) Balance sheet as at that date. 


UI.B. Port /, May 198 - 
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Sol at ion: 

(a) TRIAL BALANCE OF A & B 

as on 31st December I9S0 


Name of the Account 


Debit Credit 
Baiancc Balance 


A’s Capital Account 
A’s Drawings Account 
B's Capital Account 
B’s Drawings Account 
Goodwill 
Sales 

Sundry creditors 
Returns outward 
Bills payable 
Office furniture 
Purchases 
Sundry debtors 
Returns inward 
Rent 

Postage & Telegrams 
Advertising 

Stock on 1st January 19S) 

Cash in band 

Wages 

Telephone charges 
Salaries 

Printing & Stationery 
Commission paid 
Travelling expenses 
Carriige inward 
Motor Vans 
Plant Si Machinery 


Rs. 

Rs. 


65.0CO 

4,000 

40,000 

3,000 


40,000 

1,60,000 


14.500 


2,500 


8,900 


5,000 
85,000 
40,500 
1,500 
3,750 
500 
9, COO 
11, SCO 
If, COO 
I4.CC0 
500 
12,250 
740 

5.000 
2.CC0 
5, t00 

20,860 

10.000 

2,90.900 
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TRADING AND PROFIT & LOSS ACCOUNT 
OF A & B 

for the year ended 31st December, 1980 


Particulars Details Amount Particulars Details Amount 



Rs. 

Rs. 


Rs. 

Rs. 

To opening Stock as 






on 1st January, 1980 


11,500 

By Sales 

1,60,000 


To Purchases 

85,000 


Less : Returns 



Less : Returns outward 

2,500 

82,500 

inward 

1,500 

1,58,500 


— 


By Closing 



To Wages 


14,000 

stock as on 



To Carriage Inward 


5,800 

31st Decem- 



To Gross profit trans- 



ber 1980 


12,500 

ferred to P & L A/c 


57,200 






1,71,000 



1,71,000 

To Rent 


3,750 

By Gross 



To Postage & 



profit transferred 


Telegrams 


500 

from Trading A/c 

57,200 

To Advertising 

9,000 




' 

I*ess: 4/5th treated as 






Capital expenditure 

7,200 

1,800 





To Telephone charges 500 

To Salaries 12,250 

To Printing & 

Stationery 740 

. To Commission paid 5 s 000 

"To Travelling 

expenses 2,000 

To Depreciation on : 

0 ) Office Furniture 250 

0*0 Plant & Machinery 
© 10% on 

Rs. 10,000 1,000 

(Hi) Motor Vans 
© 20% on 

Rs. 20,860 4,172 5,422 

To Reserve for Bad 
Debts ((Si 5% on 

Rs. 40,500) 2,025 

Total c/fd 73^ Total c/fd 


J 


PARTNERSHIP— FINAL ACCOUNTS 


Total bit d 

33,987 

Total b/fd 57,200 

To Interest on Capitals: 

A «3) 5% on 65,000) 3,250 

B (@ 5% on 40,000) 2,000 

5,250 

To B (Salary) 

1,800 


To Net profit trans- 
ferred to partners 

Capital accounts : 

A (3/5th) • 9,69? 

B (2/5th) 6.465 

16,163 



57,200 

57,200 


s3esrs 



(c) BALANCE SHEET OF A & B 

as on 31st December, 19S0 


Liabilities Details Amount Assets Details Amount 



Rs. Rs. 


Rs. 

Rs. 

A’s Capital Account 

65,000 

Goodwill 


40,000 

Add. Interest on 
capital ' 

Add'. Profit for the 

3,250 

Office furniture 5,000 
Less: Depreciation 250 

4,750 

year 

9,698 

Sundry Debtors 

40,500 


Less : Drawings 

77,948 

a flfirt 77 QiQ 

foi Bad Debts 

2,025 

38.475 


At 

9,000 


B*s Capital Account 

40,000 

Auscrtising 

Less: Written off 

1,800 

7,200 

Add. Interest on 
capital 

Add: Salary 

2,000 

1,800 

Closing stock 
Cash in hand 


12,500 

16,000 

Add. Profit for the year 6,465 

Motor vans 

Less: Dcprc* 

20.S60 


Less: Drawings 

50,265 

3.000 47,265 

ciation @ 20% 

Plant Si 
Machinery 

Less: Depi- 
ct lion @ 10% 

4,172 

16,688 

Sundry creditors 

Bills payable 

14.500 

8,900 

10,000 

1,000 

9,000 








1,44,613 



1,44,613 


Note : Hsu res ere taken to the neatest of rupee. 
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(4) Closing Stocks: 

Raw materials 50,000 

Work-in progress 10,000 

Finished goods 35,000 

(5) Salary outstanding as on 31st March 1931: 

Factory 2,000 

Office 1 ,000 


(6) A and B share profits and losses as 3 : 2 after charging salary 
(j?! Rs. 500 and Rs. 250 per month to A and B respectively. 

(7) Outstanding factory rent is Rs. 1,000. 

(//.£. Part l, April ml) 

Solution: 

MANUFACTURING ACCOUNT 


Dr. 

for the year ending 31st March, 19S1 

Cr. 

Particulars 


Amount 

Particulars 

Amount 

To Raw materials used: 
Opening stock 60,000 

R'. 

By Work in process 
closing stock 

Rs. 

10,000 

Add: Purchases 

2,10,000 

2.70.CC0 


By cost of finished goods 
transferred to trading 

A/c 

2,78,000 


Less: Closing 

stock 

50,000 

2,20.000 

— 

— 


To Work in process 

opening stock 


f.000 

To Factory rent 

12,000 

1 1,000 

Add: Outstanding 

1,000 

To Factory salary 

18,000 

20.003 

Add: Outstanding 

2,000 

To Wages 


30,000 

2.5VG0 
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PARTNERSHIP — ADMISSION 

Problem 1. What is goodwill ? What are the various methods of 
valuing goodwill ? 

Solution. Goodwill, in simple words, means the ‘good name’ or 
the ‘reputation’ of the business which attracts more customers and, 
therefore, results in earning more profits. Goodwill of - a firm enables 
it to earn profits in excess of the profits earned by the other firms in 
the same type of business. This excess is called ‘Super Profits . Goodwill 
really arises only if a firm is able to earn super profits. » 

The value of goodwill depends mainly on the following factors 

(a) Earning capacity of the business, 

(b) Results of the operations of a few previous years, and 

(c) The future prospects of the business. 

All of these three things depend upon : 

(0 Favourable location or site, 

(ii) Nature of business, 

(Hi) Efficiency and personal skill of management, 

(iv) Patents and trade marks possessed,, 

(v) Licences and quotas with the business, 

(vi) Possibility of competition, 

(v/i) Efficient advertisement, etc. 


"Valuation of Goodwill 

Goodwill is an intangible asset, but not fictitious. It cannot be 
■> seen, but can be sold or purchased. The following methods of valuation 
of goodwill are generally followed : 

1. Average Profits Method. The goodwill is valued at a 
number of years’ purchase of the average past net profits. The number 
of years, the past net profits of which arc deemed to represent the good- 
will of the business, is usually settled by taking into consideration the 
nature of business. For example, if goodwill is to be valued at two years 
purchase of the average profits for the last five years, the value of good- 
will will be calculated as under : 


Total of profits for the last five ye ars X 2 
- ” 

This is the most common method. 

nr ovi J n ? SC Prof } ts Method. Super profits are the excess profits 
rctS! !n iiri C -t P , ac - lty of , the basin ess as compared to the normal 
the suner nrnfiK 1 mvested \ Goodwill is calculated by multiplying 

0/ ^ars, representing the 
the norrml i>rn fit- J pur ^ ase * Superprofit is ascertained by deducting 
P om the actual profits. Normal profit is ascertained 
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by multiplying the average capital employed by the rate of profit generally 
earned by other firms in the same type of business. 

3. Capitalization Method. The total value of the business is 
ascertained on the basis of actual profits, as under : 

_ Actual profits x ICO 

Rate of general expectation 

Goodwill is ascertained by deducting the value of net tangible 
assets {l.c., total tangible assets— liabilities to outsiders) from the total 
value of the business. 

The necessity of valuing goodwill arises when the partners decide 
to (<?) change profit sharing ratios, (b) to admit a ncv. partner/*, (c) on 
the retirement or death of a partner, ( d ) the business is sold or convened 
into a limited company, (e) two or more firms are amalgamated, or 
(/) when a firm is dissolved. 

Problem 2. Explain the accounting treatment of goodwill on 
admission of a partner. 

Solution. Whenever a person is admitted as a partner into a 
business, he is ordinarily expected to pay a premium, known as his 
share of goodwill, in consideration for acquiring a share in the profits 
of the firm. It is a way for compensating existing partners for the 
sacrifice made by them in their profit sharing ratio on the admission 
of the new partner/s. 

It is treated in the books of accounts in the following ways : 

I. When the incoming partner brings his share of goodwill in cash, 
and the old partners withdraw the same. 

JOURNAL ENTRIES 


(a) Cash A/c 

Dr. 

Amount brought in 

To Goodwill A/c 




(ft) Goodwill A/c 

To Old partners capital A/cs. 

Dr. 

In sacrificing ratio 

(0 Old partner’s capiiat A/cs. 

To Cash A c 

Dr. 

Amount withdrawn 


11. When the incoming partner brines h:s share of goodwill in 
cash, and the amount is retained in the business 

JO URNAL ENTRIES 

(c) Cash A/c Dr. Amount brought in 

To Goodwill A/c .. .. 


(i) Goodwill A/c 

To Old partners' capital A/cs. 


Dr. 


fn sacrificing rex 
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HI. When the incoming partner does not bring his share i .of 
goodwill in cash, and no goodwill account appears in the books, 
goodwill is raised at full value and then written oil. 

JOURNAL ENTRIES 


(a) Goodwill A/c 

To Old partners capital A/cs 


Dr. Goodwill of the firm 
In old ratios 


(M All partners capital A/cs. 
To Goodwill A/c 


Dr. In new ratios 

Goodwill of the firm 


IV When the incoming partner does not bring his share of 
goodwill* in cash, and no goodwill account appears in the books, Goodwill 

is raised. t 

JOURNAL ENTRY 


(a) Goodwill A/c . . L , 

To Old partners capital A/cs 


Dr. Goodwill of the firm 
In old ratios. 


V. When the incoming partner does not bring his share of 
goodwill in cash, and no goodwill account appears in the books. New 
partner’s share to be recorded without raising goodwill. 

JOURNAL ENTRV 


(o) New partner’s capital A/c Dr. 
To Old partners capitals A/cs, 


New Partner’s share 
In sacrificing ratio 


VI. When goodwill appears in the books at its full value, no 
journal entry is to be passed. 

VII. When goodwill appears in the books, but the present value 
of the goodwill is more than that, goodwill account is raised for the 
difference in these two values. 

JOURNAL ENTRY 


(«) Goodwill A/c Dr. 

To Old partner’s capital A/cs. 


Goodwill raised 
In old ratios. 


VIII. When goodwill appears in the books, but the present value 
of goodwill is less than that, the goodwill account is written oil (reduced) 
to the extent. ' ' 


JOURNAL ENTRY 


(«) Old partner’s capital A/cs 

Tn OnnHu/tU A 


Goodwill written off 
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JOURNAL ENTRY 


(a) New partner’s capital A/c Dr. New Partner's share 
To Sacrificing partner’s capital a/c „ ,« „ 


Problem 3. Will there be any change in profit-sharing ratio when 
a partner is admitted 7 What do you understand by profit sacrificing 
ratio 7 


Solution. The profit of the business is usually taken to be 'one* 
and share of each partner in the profit is called his proportion. For 
example, where A and B arc equal partners, their profit sharing 
proportions will be 1/2 and 1/2 respectively. 

When the division of profit is denoted by integers and not by 
fractions, this is called ratio. In the above example, the ratio of profit 
between A and B is 1 : 1. 

In fact, there is no difference between ratio and proportion from 
accounting point of view. 

When a partner is admitted, the old partners have to give him a 
share in the ’one’ profit that was being shared by them earlier. Hence, 
after admission, the old partners will not be left with ‘one’ profit, but 
they will have to share in the remaining profit that is left after deducting 
new partner’s share. The old partners have to make sacrifice, if a new 
partner is to get a share in the future profits. 

The following cases may arise while calculating new profit sharing 
ratios i 


(0 If the new partner's share is given, it is assumed that the old 
partners will share the remaining profits in the old ratio. For example, 
where A and B arc sharing profits in the ratio of 2 : 1, and they admit C 
into partnership giving him a fourth share in future profits, the new 
profit sharing ratio will be calculated as under. 


The total profit -1 

C takes I/4th share, thus the remaining profit wilt be 3/4th. 
Now, A and B will share this 3/4th profit in the ratio of 2 : 1. 
l.e., in the proportion of 2/3rd and l/3rd. 

Therefore, A’s share will be 2/3rd of 3,4th l.e. t 3/6 th and 


B‘s share will be l/3rd of 3/4th l.e , 3 12th. 

New proportion of A, B and C will be 3/6th, 3 I2ih and J/4:h 
New Profit sharing ratio among A : B : C will be 6 : 3 : 3. 


tin ir the new partner purchases his share of profit from oIJ 
partners m a particular ratio, new profit sharing ratio of old partner 
£!,l k” calculated by deducting the proportion uh.ch they have given to 
Ihencw For^anplc, .h« A .hMmj 

ratio of 2 : 1, tr . the new 

in future profits, t 
profit sharing ratio 
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A’s share was 2/3rd, out of which he gives l/8th to C- 
Hence, A’s new share will be 2/3rd— l/8th i.e., 13/24th. 

B’s share was l/3rd, out of which he gives l/8th to C 
Thus, B’s new share will be l/3rd— l/8th i.e. 5/24th. 

New proportion among A, B and C is 13/24, 5/24 and 1/4. 

New ratio among A : B : C is 13 : 5 : 6. 

(iff) If the new partner purchases his share of profit from any one 
partner, new profit sharing ratio of the partner surrendering his share 
will be calculated by deducting the proportion, which he has given to 
the new partner. For example, where A and B are sharing profits m 
the ratio of 2 : 1, and they admit C into partnership giving him a fourth 
share in future profits,. which he acquires from A, the new profit sharing 
ratio will be calculated as under : 

A’s share was 2/3rd, out of which he gives l/4th to C 
Therefore, A’s new share will be 2/3rd — l/4th i.e., 5/ 12th; 

There will be no change in B’s share. 

New proportion of A, B and C is 5/ 12th, 1 /3rd and 1 /4th. 

New ratio among A : B : C is 5 : 4 : 3 

Any difference between the old profit sharing proportion and new 
proportion is the sacrifice made by the old partners for the sake of new 
partner/s. 

In case (i) sacrificing proportions will be 

A’s 2/3rd — 3/6th = 1 /6th ; and B’s l/3rd — 3/1 2th=l/ 12th 

Sacrificing ratio in between A and B is 2 : 1. 

In case (fi), sacrificing proportions are given i.e., 1/Sth and l/8th 
between A and B respectively. 

* Sacrificing ratio in between A and B is 1 : 1. 

In case (i/7), only A has sacrificed l/4th proportion. 

Problem 4. Why are assets and liabilities of a firm revalued on 
the admission of a new partner and how is the result of revaluation 
dealt with 7 


Solution. When a new partner takes admission in a firm, he 
acquires the ownership rights of the assets and also makes himself 
responsible for the firm’s liabilities. It, therefore, becomes necessary to 
scrutinise the Balance Sheet carefully so that the new partner should 
not get any benefit from any appreciation in the value of assets or 
reduction of liabilities, nor should he suffer because of any decrease or 
depreciation in the value of assets or increase of liabilities. Therefore, 
on the date of admission, the assets and liabilities of the firm are 
revalued and whatever the profit or loss arises from such revaluation, 
that js credited (if profit) or debited {if loss ) to old partners’ capital 
accounts in their old profit-sharing ratio. For recording this, a separate 
account is opened known as Profit & Loss Adjustment Account’ or more 
commonly known as Revaluation Account’. 
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X ACCOl/mNG ENTRIES FOR REVALUATION OF 
ASSETS AND LIABILITIES ON ADMISSION OF A NEW PARTNER. 


SI, Particulars 


Account to Account to 
be debited be credited 


1. For increase in the value of asset 

2. For decrease in the value of asset 

3. For increase in the value of liability 

4. For decrease in the value of liability 

5. For distribution of profit on revaluation 
(5. For distribution of loss on revaluation 


Asset Revaluation 

Revaluation Asset 
Revaluation Liability 
Liability Revaluation 

Revaluation Old Partners 
Old Partners Revaluation 


After the revaluation account is prepared, the assets and liabilities 
are recorded tn this new Balance Sheet at the rcvaluatcd figures, unless 
otherwise stated. 

At the time of admission if there is any reserve or reserve fund 
account , or balance of profit and loss account, they must be transferred 
to old partner's capital accounts in their old profit-sharing ratios. 

If the partners agree that the values or assets and Labilities arc 
not to be altered, then the increase or decrease in the values of assets 
and liabilities arc recorded in the ‘Memorandum Revaluation Account’. 
The halance of this account is transferred to old partners' capital 
accounts in their old profit sharing ratios. Then the entries made in the 
‘Memorandum Revaluation Account’ are reversed, and the balance is 
transferred to the capital accounts of all the partners (including the new 
partner/s) in their new profit sharing ratios. However, there will bo 
certain changes in the capital accounts of the partners due to such 
‘Memorandum Revaluation Account'. 

Problem 5. Mr. A commenced business with a capital of 
Rs 2,50,000 on 1st April J962. During the five years ending 31»t March 
196? the following profits and losses were made : 


year Ending Particulars Amount 

Rs 7~ 


31st March, 1963 Loss 

3tsl March, 1964 Profit 

31st March, 1965 Profit 

31 si Match, 1966 frofit 

31st March, 1967 frofU 


5,000 

13.C00 

n.oco 

20,000 

25,CCO 


During this period he had drawn Rs- 40,000 for his personal use. 

On 1st April, 1967 he admitted B into partnership otv the following 

terms : 

P-S.D.K. 7*13-32 
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B to bring for his , half share in the business, capital equal to A’s 
capital as on 31st March 1967 and to pa y for one-half share of goodwill 
of the business, on the basis of three times the average profits of the last 
five years. 

Prepare statement showing what amount B should invest to become 
.a partner. 

(I. LB. Part I, November 1967 ) 

Solution: 

Calculations for the share of goodwill to be brought in by B : 

Profits for the last 5 years : 

(Rs. 25,000-f Rs. 20,000+Rs. 17,0C0+Rs. 13,000— Rs. 5,000)=Rs. 70,000 

Average profit for the last 5 years =Rs. ~~ 5 ~' == R- S * 14,000 

The goodwill of the firm is thrice the average profits for the last 
five years. 

Hence, total goodwill is Rs. 14,000 X 3=Rs. 42,000. 

B is to pay one-half share, i.e. Rs. 21,000 ^Rs. 

Calculation for the share of capital to be brought in by 3 : 

B is to bring capital equal to A’s capital as on 31st March 1967, 
therefore, it is necessary to calculate A’s capital as on that date. 


Particulars 

Amount 

A’s capital as on 1st April, 1962 

Add : Total of the profits for the last 5 years 

Rs. 

2,50,000 

70,000 

Less ; A’s drawings during the last 5 years 

3,20,000 

40,000 

Add : Share of goodwill to be paid by B on 31-3-1967 

2,80,000 

21,000 

A’s capital as on 31-3-1967 

3,01,000 

Statement showing the amount to be brought in by ,B 
partner : 3 ‘ . 

to become 

Amount for goodwill 

Amount for capital 

Total amount to be brought in by him 

21,000 
, 3,01,000 

3,22*000 
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Pass Journal entries and prepare Revaluation Account and a Balance 
Sheet after giving effect to the above. pm oaoha jm) 


Solution: 

REVALUATION ACCOUNT 


Dr. 


Cr. 

Particulars 

Amount Particulars 

Amoum 


Rs. 

Rs. 

To Reserve for doubtful 

By Building 

8,0C0 

debts 

(Rs. 45,000 — Rs. 37,000) 

(Rs. 6,500— Rs. 4,000) 

2,500 


To Furniture 



(Rs. 5,000-Rs. 4,500) 

500 


To Outstanding claim 

1,200 


To Profit on revaluation 
transferred to: 

A’s capital 



(l share) Rs. 1,900 

' 


B’s capita 

(| share) Rs. 1,900 

3,800 



8,000 

8,000 

— 

=e= xsr •= 

= = = 


JOURNAL ENTRIES 



SI. Particulars L.F. 

Debit 

Credit 

•rj 

amount 

amount 


Rs, 

Rs. 

(a) Revaluation A/c Dr. 

4,200 


To Reserve for doubtful debts 


2,500 

To Furniture 


500 

To Claim outstanding 


1,200 


(Being provision for doubtful debts 
increased to Rs. 6,500, Furniture 
valued at Rs. 4,500 and a claim by 
an ex-employee admitted) 


(b) Building A/c Dr. 8,000 

To Revaluation A/c 8 5 0G0 

(Being the value of the building 
appreciated to Rs. 45,000) 



PARTNERSHIP— ADMISSION 


8 54 

(c) Revaluation A/c Dr. 

To A’s capital A/c 
To B’s capital A/c 

(Being the profit on revaluation of 
assets and liabilities divided between 
the partners in their equal profit 
sharing ratios) 


( d) Investments A/c Dr. 

To A capital A/c 

(Being personal investments of A 
brought in the firm) 


3,800 

1,900 

1,900 


4,300 

4,300 


BALANCE SHEET OF A &. B 
as on 3 1st December, I97J 


Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

Creditors 


40,000 

Cash in hand 


2,000 

Salaries outstanding 


14,000 

Cash at Bank 


10,000 

Claim outstanding 


1,200 

Sundry Debtors 

42,000 


A’s Capital 

Add : Investments 
(brought in) 
Add : Profit on 
revaluation 
(i share) 

50,000 

4,300 

1,900 

56,200 

Less : Reserves 
for doubtful 
debts 

Bills Receivable 
Stock 

6,500 

20,000 

4.3CO 

35,500 

17.000 

20.000 

IPs Capital 

Add : Profit on 
revaluation 
(J share) 

45,000 


Add; Drought 
in by A 

24,300 - 

1,900 

46,900 

Furniture 

Less : Depre- 
ciation 

5, COO 

*00 

4,500 




Building 

37.000 





Add : Appre- 
ciation 

8,000 

45, COO 


1,58,300 


1.58.300 
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Problem 7. A and B are equal partners and on 
their Balance Sheet stood' as follows : 

30th June, 1970, 

Liabilities 

Amount 

Assets 

Amount 


Rs. 


Rs. 

Sundry creditors 

5,000 

Stock in trade 

3,500 

Bank overdraft 

1,500 

Sundry debtors 

6,100 

A’s capital A/c 

2,100 

Fixtures and 


B’s capital A/c 

1,600 

fittings 

250 



Investments 

300 



Cash in hand 

50 


10,200 ' 


10,200 


== = == 




It is arranged that C shall be taken into partnership and as a result 
of the negotiations, it is agreed (as between A and B only) to make the 
following adjustments in the above balance sheet : 

(1) To write off bad debts amounting to Rs. 1,500. 

(2) To write down the fixtures and fittings to Rs. 100. 

(3) To depreciate the stock-in-trade by 15%. 

(4) To write off loss upon Investments by 25%. 

(5) To create a goodwill of Rs. 1.000. 

C introduces Rs. 1,000 as his third share in the capital, to which 
amount it has been agreed that, that of the others shall be adjusted. 

State what entries will be necessary to carry out these transactions 
and prepare an amended Balance Sheet of the firm immediately after C 
has become a partner. 


Workings: 

(1) Calculation of Profit or Loss 


{I. LB. Pari 1, May 1971) 
on Revaluation: 


Dr. 


REVALUATION ACCOUNT 


Cr. 


Particulars 


Amount Particulars Details Amount 


To Bad debts 
(written off) 

To Fixtures & fittinsis 
(Rs. 250— Rs. 100) 
To Stock in trade 
(15% of Rs. 3,500) 
To Investments 
(Loss of 25% on Rs. 


Rs. 


Rs. 

Rs. 

1,500 

By Goodwill (raised) 
By Loss on 


1,000 

150 

Revaluation c/d to 
A’s capital A/c 



525 

(A share) 

B’s capital A/c 

625 


9 75 

(£ share) 

625 

1,250] 

« 

* 

2,250 



2,250 
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(2) Calcnlation of Capitals to be brought in or taken away by 
old partners: 

“ C introduces Rs. 1,000 as l/3rd share for his share of capital to ' 
which amount the capitals of A and B are to be adjusted. Since alj arc 
equal partners, the capitals of A and B will also be Rs. 1,000 each. 

capital accounts of old partners* 

Cr. 


Particulars ji S PSJfU lZ . Particulars 



Rs. 

Rs. 


Rs. 

Rs. 

To Revaluation 



By Balance b/d 

2,100 

1,600 

A (c (Loss) 

625 

625 

To Bank 



By Bank 



(Balancing 

figure) 

475 



(Balancing 

figure) 

- 

25 

To Balance c/cl 
(Required) 

1,000 

1,000 





2,100 

1.625 


2.100 

1,625 


es ** 5= 

t=issts> 


C=rs=s=r 

«c==s 


(3) Calculation of Balance at Bank: 

CASH AT bank account 


Dr. 



Cr. 

Particulars 

Amount 

Particulars 

Amount 

To C’s capital A/c 
(Amount brought iw by 

Rs. 

By A’s eapitJ \ c 
(Amount i.tken away 

Rs. 

him) 

To B's capital A/c 

1.0C0 

by him. being the 
excess b-d iikv m his 

457 

■ (Amount brought 
in by him to make up 


account i 

Bs B.ihn-'c ^ d 

his balance) 

25 

i.o:5 

{Boianiimi hCUTv) 

55? 

icr 
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Solution*. 


JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount ■ Amount 


(a) Revaluation A/c Ur. 

To Bad debts 
To Fixtures & fittings 
To Stock-in-trade 
To Investments 

' (Being the accounts of debtors and in- 
vestments written off and provided 
depreciation on fixtures and fittings 
and on stock-in-trade) 


( 6 ) 


(c) 


Goodwill A/c Dr. 

To Revaluation A/ 

(Being the amount of goodwill raised) 


A’s capital A/c Dr. 

B’s capital A/c Dr. 

To Revaluation A/c 

(Being loss on revaluation shared by 
the old partners in equal propor- 
tions) 


'= (d) Bank A/c Dr. 

To C’s capital A/c 

(Being the amount of capital intro- 
duced by him on his admission in the 
firm) 


(e) A’s capital A/c Dr 

To Bank A/c 

(Being amount withdrawn by A to 
bring down his capital equal to C’s 
capital) 


(/) Bank A/c -p. 

To B’s capital A/c 

(Being amount brought in by him 

to make up his capital equal to C’s 
capital) 


Rs. Rs. 

2,250 

1,500 

150 

525 

75 


1,000 

1,000 


625 

625 

1,250 


1,000 

1,000 


475 


475 


25 


25 
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BALANCE SHEET OF A, B AND C 
ason 30th June, 1970 


Liabilities 

Amount 

Assets 

Amount 

Sundry creditors 

Bank overdraft 

A’s capital A/c 

B’s capital A/c 

C's capital A/c 

Rs. 

5.000 
1,500 

1.000 
1,000 
1,000 

Stock-in-trade 

Sundry debtors 
Fixtures & fittings 
Investments 

Cash in hand 

Cash at Bank 
Goodwill 

Rs. 

2,975 

4,600 

100 

225 

50 

550 

1.C00 


9.5C0 


9,500 


= =s=» 


e=na 

Note. The changes in the value 
follows : 

of the assets is arrived at as 

Stock-in-trade c 

Rs. 3,500— Rs. 525 (15% depreciation) 

= Rs. 2,975. 

Sundry debtors : 

Rs, 6,100— Rs. 1,500 (Bad-dcbts written off) 

= Rs. 4,600. 

Fixtures & fittings 

: Rs. 250— Rs. 150=Rs. 100 (amount to be 
written down to Rs. 100). 

Investments : 

Rs. 300— Rs. 75 (25% written off for 
investments) =Rs. 225. 

loss on 

Cash in hand : 
Cash at bank : 
Goodwill 

no change. 

as shown in working no 3. 

Amount of Rs. 1,000 raised. 


Problem 8. A and B are partners, sharing profit in the ratio of 

2 : 1 respectively. 

On 1st January 1973, they agree to admit C as a partner. C agreeing 
to contribute Rs. 50,000 as his capital. A. B and C agree to share profits 
and losses in proportions of A 2/8, B 3/8 and C 3/8. 

The Balance Sheet of A and B on 
under: 

31st December 1972 

was as 

Liabilities 

Details Amount 

Assets 

Amount 



Rs. 

Rs. 


Rs. 

A’s capital 

B’s capital 

Sundry creditors 

62.500 

37.500 

1,00,000 

50,000 

Cash at Back 
Stock on hand 
Debtors 

Plant 

Premises 

6,250 

50.000 
31,250 

25.000 
37.500 



1,50,000 


1 ,50,000 
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They agree to revalue the assets as under: 

Stock-on-hand Rs. 45,000; Plant Rs. 18,000; Premises Rs. 50,000; a 
provision of 5 per cent for doubtful debts is to be maintained. 

A agreeing to take Rs. 15,000 as goodwill from C for reduction in 
liis profit sharing ratio. 

Pass journal entries and prepare the balance sheet of the new firm. 

(/./. B. Part I, May 1973) 


Workings: 


1 Calculation of Profit or Loss on Revaluation: 

REVALUATION ACCOUNT 

Dr . 

Cr, 

Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Stock on hand 
(Rs. 50,000— Rs. 45,000) 

5,000 

By Premises 

(Rs. 50,000— Rs. 37,500) 

12,500 

To Plant 

(Rs. 25,000 — Rs. IS, 000) 
To Provision for 
doubtful debts 
(5% of Rs. 31,250) 

7,000 

1,562 

By Loss on revaluation 
transferred to: 

A's capital Rs. 

(2/3rd share) 70S 

B's capital 

(1 /3rd share) 354 

1,062 


13,562 


13,562 


=: 


tsss 


, (21 Calculation of Partner’s Capitals: 


PARTNER’S CAPITAL ACCOUNTS 


Particulars ~ 
A 


Rs. 

To Revaluation 
A/e 70S 

To Balance e/d 76,792 


Amounts 

£ C P arl ^ cu ‘ars 


Rs, Rs. Rs, 

Bv Balance 

-■°4 — b/d 62,500 

37,146 50,000 By Bank — 

By Good- 
will 15,000 


Amounts 
£ C 


Rs. Rs. 

37,500 — 

— 50,000 
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(3) Calculation of Balance at Bank: 


CASH AT BANK ACCOUNT 

Dr. 

Cr. 

Particulars 

Amount 

Particulars 

Amount 

To Balance b/d 

To C*s capital A/c 
(Brought in by him) 
To Goodwill A/c 
(Brought in by C) 

Rs. 

6,250 

50.000 

15.000 

By Balance c/d 

Rs. 

71,250 


71,250 


71,250 


Solution: 

JOURNAL ENTRIES 


SI. 

Particulars 

L.F. 

Debit 

amount 

Credit 

amount 




Rs. 

Rs, 

(«) 

Revaluation A/c 

To Stock on hand 

To Plant 

To Provision for doubtful debts 

Dr. 

13,562 

5.000 

7.000 
1,562 


(Being ihe amount or reduction in 
the value of assets) 


(b) Premises A/c Dr. 

T o Revaluation A/c 
(Being the amount of increase in 
the value of assets) 


(c) A’scapitalA/c Dr. 

B’s capitat A/c Dr. 

To Revaluation A (C 
(Being the loss on revaluation of 
assets distributed to old partners 
in their profit sharing ntio of 2 : U 


(d) Bank A/c Dr. 

To C’s capital A/c 
To Goodwill A/c 

(Being the amount brought in by 
C, on his admission in the firm) 


12.100 


12,500 


70S 

354 


1,062 


65,000 


50.000 

15,000 
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(i e ) Goodwill A/c Dr. 15,000 

To A’s capital A/c 15,000 

(Being amount paid by C on account • 
of goodwill credited to A in consi- 
deration for reduction in his profit 
sharing ratio) 


BALANCE SHEET OF A, B and C 
as on )st January, 1973 

Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs.‘ 

A’s Capital 

76,792 


Cash at bank 


71,250 

B’s Capital 

37,146 


Stock on hand 


45,000 

C’s Capital 

50,000 

1,63,938 

Debtors 

31,250 



— 


Less : Provision 



Sundry creditors 


50,000 

for doubtful debts 

1,562 

29,688- 




Plant 


18,000 




Premises 


50,000 



2,13,938 



2,13,938 



= = = == 





Problem 9. A, B and C are partners. I hey share the profits in 
the ratio of 5 : 3 : 2 respectively. Their capitals show credit balances of 
Rs. 59,000; Rs. 45,000 and Rs. 35,000 respectively. 

Two new partners D and E are introduced. The profits will now 
be shared by A, B, C, D and E in the ratio of 3 : 4 : 2 : 2 : 4. 

, 'jsnno }° pa X 4 ^ s - 12.000 for his share of goodwill plus an extra of 

pnndw;u 0 o Capit i! u P 1101 got su ® cJent ca sh to pay immediately, 
goodwill, though he had agreed to pay on the same basis. 

Goodwill account is not to appear in the books of the firm. 

You are required to: 

0) Pass journal entries necessary to record the above transactions, 
in; 1 repare capital accounts of the partners. 

(Show your workings in full). 


Workings; rart November 1977) 

(1) Calculations for Goodwill: 

Of Rs. 1 2 ,0 00 1 1 o waPd PlfiP share^o^ lond S uf e L n th r e profits > brings a sum 
the firm will be : Share ° f Soodwill, therefore, the goodwill of 
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D has agreed to pay for goodwill on the same basis as E has paid. 
D is getting only 2/I5th share in the profits, which is half of ihe share 
given to E, therefore, D will be required to pay a sum ofRs 6 000 
towards goodwill. ' ’ 


Hence, the total amount receivable on account of goodwill is 
Rs, 18,000 (Rs. 12,000 from E-f-Rs. 6,000 from D). 


As Goodwin is a way for compensating existing partners for the 
sacrifice made by them on the admission of new partner/s, the amount of 
Rs. 18,000 will be distributed amongst A, B and C in their sacrificing 
ratios, viz.: 


A=5/10-3/.5 = !^=JL«r ±- 
0=3/10-4/15=-^=^ 


C= 2 / 10 - 2 / 15 -$ir= 3 §-or TT 

9*1*2 

Sacrificing ratio among A, B and C will be - : 1 : 2 


The total sacrifice of A, B and C is equal to the total gaining of 
D and E 


ABC 
3/10 + 1/30 4* 1/15 
9 4-1 4-2, 

30 



Thus 12/30 or 6/15 -G'15 

Hence, A will get 3/I0th of the total goodwill of Rs- 45,000, /.e. 

. /„ 45.000X3 \ 

Rs. 13,500 ( Rs. ^ — J, 


B will get I/30th of Rs. 45,000, i e. Rs. 1,500, and 
C will get 1/1 5th of Rs. 45,000, U. Rs. 3,000. 

This total amount of Rs- 18,000 (Rs. 13,500+Rs. 1 , 500 +Rs. 3,000) 
is the same as payable by D and E. 


Amount brought in by E, Rs. 12,000 "ill be shared as Rs. 9,000 to 
A, 1,000 to B and 2,000 to C. 

Amount payable by D, Rs. 6.000 will be shared as Rs. 4 JO 0 to A. 
Rs. 500 to B and Rs. 1,000 to C. 
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Solution: 

JOURNAL ENTRIES 


SI, Particulars L.F. Debit Credit 

amount amount 


(a) 


«>) 


(c) 




(ft) 


Rank A/c Dr. 

To VJr, capital A/c 

dicing amount brought in by 13 on 
his admission to the partnership— 
R«, 25,000 tov/ard« his capital and 
Rs. 12,000 for in's share of goodwill) 


Rs. Rs. 
37,000 

37,000 


BY capital A/e Dr. 

To AY capital A/c 
To It’s capital A/c 
To Cs capital A/c 

(Being the amount of goodwill brought 
in by 13, shared by the old partners in 
their sacrificing ratio of 9 : 1 : 2) 


12,000 

9.000 

1.000 
2,000 


Bank A/c Dr, 

To D’s capital A/c 

(Being amount brought in by D on his 
admission to the partnership towards 
the payment of his capital) 

Note: 13 is having d/1 5th share and he 
is paying Rs. 25,000 for his capital, 
p is having only 2/J 5th share and he 
has agreed to pay on the same basis as 
R has paid, hence, he will pay one-half 
of 13, t.c. Rs. 12,500) 


D’s capital A/c 
To A’s capital A/c 
To BY. capital A/c 
To C’s capital A/c 

(Being the amount payable by D on 
account of goodwill shared by A B 
!5 nd l ^ 2 ) m thcir sacrificing ratios ’of 


1 2,500 


6,000 


12,500 


4,500 

500 

1,000 



3 CAPITAL accounts 
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Problem 10. The following is the Balance Sheet of A and B as at 
31 st March, 1980. C is admitted as a partner on the date when the 
position of A & B was an under : 


Liabilities 

Amount 

Assets 

Amount 

A — Capital 

Rs. 

10,000 

Debtors 

Rs. 

11,000 

B — Capital 

8,000 

Land & Buildings 

8,000 

Creditors 

12,000 

Plant & Machinery 

10,000 

General Reserve 

16,000 

Stock of goods 

12, COO 

Workmen’s compensation 
fund 

4,000 

Cash & Bank 

9,000 


50,000 


50,000 


A and B shared profits in proportion of 3 ; 2 
The following terms of admission are agreed upon : 

(1) Revaluation of assets : 

' Land & Buildings * r s . I8)000 

Stock of goods Rs. 16,000 

at h Rs!toOO y ° n WOrkmeD,S COmpensation fund » determined 

C brought in as his share of Goodwill Rs. 10,000 in cash. 

?no/ aS J°^ br ‘ ng f u rth f cash as would m ake his capital equal to 
20 / 0 of the combined capital of partners A and B after the 
above revaluation and adjustments are carried o?t 

The future profit sharing proportions were as under • 

A 2/5th ; B — 2/5th ; C — l/5th. ' 

Prepare . (a) Revaluation Account. 

(b) Partner’s Capital Accounts. 

(c) Balance Sheet of the new fiim after the admission of C. 

(/./.£. Part I, April 1980 ) 


( 2 ) 

(3) 

( 4 ) 


(5) 


PARTNERSHIP — 
Solution : 

(a) 

Dr. 

ADMISSION 

REVALUATION ACCOUNT 

S 66 

Cr. 

Particulars 


Amount 

Particulars 

Amount 

To Profit on revaluation 
transferred to : 

A’s capital (3/5th) 
B’s capital (2/3th) 

Rs. 

9,600 

6,400 

By Land &. Buildincs 
(Rs. 18,060—8,000} 

By Stock of goods 
(Rs. 16,000-12,000) 

By Workmen’s compen- 
sation fund 
(Rs. 4,000 -2,000) 

~RsT 

10,000 

4.000 

2.000 



16,000 


16,000 

<*>) 

Dr. 

PARTNERS’ CAPITAL ACCOUNTS 

Cr. 

Particulars 

A 

B C 

Particulars A B 

C 


Rs. 

Rs. „ Rs. 

Rs. Rs. 

Rs* 


To Balance c/d 39,200 20,800 12,000 By Balance 

b Id _ 10,000 8,0.00 


By General 
reserve 9,600 6,400 

By Revalua- 
tion 9,600 6,400 

By Good- 
will 10,000 

By Cash — 


39.20C 20,800 12,000 


— 12,000 
39,200 20,800 12,000 


BALANCE SHEET OF THE NEW FIRM 
(After the admission of C) 
as on 31st March, 19S0 


Liabilities 

Amount 

Assets 

Amount 

A— Capital 

B — Capita! 

C- Capital 

Creditors 

Workmen’s compensation 
fund 

Rs. 

39,200 

20,800 

12.C00 

12.C00 

2,000 

Debtors 

Land & Building 

Plant &■ Machinery 
Stock of goods 

Cash & Bank 

Rs. 

11 , coo 
18,000 
10,000 
I6.CO0 
31, COO 


S6.CC 0 


86, COO 


P.S.K.K. 7*83—33 
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Workings: 

(/) A and B were already sharing profits in the proportion of 3/5th 
and 2) 5th. On admission of C their new proportions are 
A — 2/5th, B— 2/5th and C— 1 /5th. Thus whole of the l/5th 
shares of C is sacrificed by A (3/5— 2/5), as such the amount 
brought in cash by C as his share of Goodwill will be credited 
to the capital account of A only. 


The journal entries for the same will be: 


Date Particulars 

L.F. 

Debit 

Amount 

Credit 

Amount 

- 1980 


Rs. 

Rs. 

!Mar. 3 1 Cash A/c 

To Goodwill A/c 

Dr. 

10,000 

10,000 

(Being C brought his share 
will in cash)^ 

of good- 



. Goodwill A/c 

To A’s Capital A/c 

Dr. 

10,000 

10,000 

v (Being amount paid by C on account 
of goodwill credited to A in considera- 
tion for reduction in his profit sharing 
proportion) 



(u) C was to bring cash equal to 20% of the combined capital of 
A and B, i.e. 20% of Rs. 60,000 (39,200+20,800), which comes 
to Rs. 12,000. 

(Hi) CALCULATION OF CASH & BANK BALANCE 

Particulars Amount 

Particulars 


Amount 

Rs. 

To Balance b/d 9,000 

To Goodwill A/c lo’oOO 

To C’s capital A/c 12,000 

By Balance c/d 


Rs, 

31,000 

31,000 



31,000 

' 



ss — ■ * 


Problem 11. Deepal and Sheetal are partners in a Firm sharing 

?oen S m iera 10 °^ 2: 1- Their Balance Sheet as on 31st December 
1980 was as on next page: 
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Liabilities 


Assets 


Creditors 

Rs. 

1,400 

Bank 

Hs. 

1.004 

Investment provision 

400 

Bitls Receivable 

Workmen compensation 


Debtors 

4,000 

Fund 

1.2C0 


General Reserve 

2,100 

Provision 

500 3,500 

3 000 

Capital A/c; 

Deepal 

6,000 

Stock 

Sheetal 

4,900 

Investments 

5, COO 


16,000 

Goodwill 

996 

16,000 


On the above date, Cheial is admitted for 2/5tb share in the profits 
of Che firm. 


Following revaluations were made at the time of admission: 

(1) Accrued incomes not appearing in the books Rs. 100. 

(2) Market value of investments is Rs. 4,500. 

(3) Claim on account of workmen’s compensation is estimated at 
Rs. 150. 

(4) Provision for Doubtful Debts is required at Rs. 600, 

(5) X, an old customer, whose account was written off as bad, has 
promissed to pay Rs. 350 in settlement of bis full claim. 

(6) The firm had purchased machinery on hire-purchase system for 
Rs. 3.000 of which only Rs. 100 are to be paid. Both machinery 
and unpaid liability did not appear in the balance sheet. 

(7) There was a joint life policy on the lives of Dccpal and Sbeetal 
for Rs. 15.C00. Surrender value of the policy on the date of 
admission amounted to Rs. 2,400. It was decided to record 
this as an asset of the new firm. 

(8) Chetal is required to bring in cash Rs 10,000 as capital. Her 
share of Goodwill was calculated nt Rs. 2,400; full value of 
Goodwill is to be raised in the books. 

You are required to prepare — 

(1) Revaluation A/c, 

(2) Partners’ Capital Accounts. 

(3) Goodwill Working. 

(4) Balance Sheet or the new Firm after the admission of Chetal. , 

(/ LB. Pert /, April JS8- 
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Solution: 

Dr. (1) REVALUATION ACCOUNT 


Cr. 


Particulars Amount Particulars Amount 


Rs. 

To Difference in the market 
value and total value of 
Investments 

(Rs. 5,000—4,500) Rs. 500 
Less: Investment 

Provision Rs. 400 100 

To Provision for 
Doubtful debts — 
required Rs. 600 

Less : Provided for Rs. 5(0 100 

To Profit on Revaluation 
transferred to capital 
accounts of: 

Deepal (2/3rd) Rs. 4,4(50 
Sheetal (l/3rd) Rs. 2,200 6,600 


6, SCO 


Rs. 

Bv Incomes accrued 

but not received 100 

By Workmen Compen- 
sation fund Rs. 1.2C0 

Less: Claim Rs. 150 1,050 

By Bad debts wrilted 

off. now receivable 350 

By Machinery purchased 
on hire purchase but 
not recorded in the 
books Rs. 3,000 

Less: Hire Purchase 
instalment due Rs. 100 2,900 
By joint life Policy 
(Surrender value) 2,400 


6,803 


(3) Goodwill Working: 

Chetal is admitted for 2/ 5th share in the profit of the firm and her 
hare of Goodwill is calculated at Rs. 2,400/. 

Therefore, the full value of the Goodwill will be 
Rs. 2,4 00 X Rs. 6,000. 

Goodwill is already shown in the Balance Sheet at Rs. 996. 

Hence, Goodwill will be raised by Rs. 5,004 (Rs. 60G0— 996) Journal 
entry for this will be: 

JOURN AL ENTRV 


Date 

Particular 

Debit 

L.F Amount 

Credit 

A.mount 

1980 


Rs. 

Rs. 

Dec. 31 

Goodwill A/c 

To Deepal 

To Sheetal 

(Being goodwill raised) 

Dr. 5,004 

3.336 

1,668 


(2) partner's capital accounts 
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(4) BALANCE SHEET OF THE NEW FIRM 
as on 31st December 1980 


— ■ — — 

Liaoilities 

Amount 

Assets 

Amount 



Rs. 


Rs. 

Creditors 


1,400 

Bank (Rs. 1,004 


Investment Provision 


A- 10,000 brought 


(Book value Rs. 5,0C0 


in by Chetal ) 

11,004 

Less : Market value 


Bills Receivable 

2,500 

Rs. 4,500) 


500 

Debtors 4,000 


Claim for Workmen’s 


Less: Provision 600 

3,400 

compensation 


150 

— 

j 

Capital Accounts; 



Stock 

3,000 

Deepal 

Rs. 15,136 


Investments 

5.000 

Sheetal 

Rs. 9,468 


Goodwill 

6,0C0 

Chetal 

Rs. 10,000 

34,604 

Incomes accrued 

100 


• — 


Bad debts written off 


Instalment for Hire • 


now receivable 

350 

Purchases of Machinery 


Machinery 

3,000 

due but not paid 

100 

Joint Life Policy 





(surrender value) 

2,400 



36,754 


36 ; 754 

— 




' " r 


Problem 12. A and B were equal partners. C comes in for 10% 
profit, his profit being borne by A personally. D comes in for 20% share, 
and his total earnings are guaranteed at Rs. 500 per month from the Firm 
including interest on Capital and Salary. £ comes in for another 20% 
share, his minimum share of profit excluding interest or partnership 
salary is guaranteed by B personally at Rs. 8,000 per annum. 

Total Pro^s for the year ended 31st March 1982 amounted to 
Rs. 28,100 without considering the following appropriations which were 
allowable under partnership deed in addition to share of profits etc as 
stated above : — 

Interest on capital : Rs. 800, Rs. 500, Rs. 1,000 and Rs. 500 for 

A, B,C and D respectively. 

Salar y : Rs. 4,800, Rs. 2,000 and Rs. 3,000 for B, D 

and E respectively. 
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Prepare Profit and Loss Appropriation A/c for the year ended 31st 
March 1982. Give full workings. 


{II. B, Part I, May 1982 ) 

Solution; 


PROFIT &. LOSS APPROPRIATION A/C 
for the year ended 31st March, 1982 


Particulars 



Amount 

Particulars 

Amount 

To Interest 

on Capitals *. 


By Profit &. Loss A/c 

28,100 

A 

Rs. 

80 0 




B 

Rs. 

500 




C 

Rs. 

1,000 




D 

Rs. 

500 

2,800 



To Salary: 








B Rs. 4,800 

D Rs. 2,000 


E 

Rs. 3,000 9,800 


To Balance of Profit trans- 


ferred to Capital accounts : 


A 

Rs. 2,900 


B 

Rs. 2,550 


C 

Rs. 1,550 


D 

Rs. 3,500 


E 

Rs. 5,000 15,500 



28,100 

2S.100 


= = « 

e " sei 


Working Note* : 

1, Calculation or New Profit Sharing Ratios : 

A and B were equal patners. 

Therefore, A : B~50 : 50 
C comes in for 10% profit, which is born: by A. 

Hence A : B : C«40 : 50 : 10. 

D comes in for 20% share, which is to be borne by the firm, /.r.* 
by A and R equally or 10% each. Therefore, 

A: B; C; D=30 :40 : 10 : 20 

E comes in for another 20% share from the firm. This 'Ml also be 
borne by A and B equatly i.e., 10% each from A and B. lhu»» 

A : B ; C : D : E=20 : 30; 10 : 20 : 20. 
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2. Calculation of Partners share in the profits. 

Profit before charging Interest 
on capitals and salary 

Less : Interest on Capital Rs* 2,800 

Salary to Partners Rs. 9,800 

i 

Net Profit 


Rs. 28,100 

Rs. 12,600 
Rs. 15,500 


Net profit may be divided as under : 

ABODE 

(2/ 10th) (3/ 10th) (l/10th) (2/1 0th) (2/10th) 

Rs. 3100 Rs. 4650 Rs. 1550 Rs. 3100 Rs. 3100 

D’s earnings are guaranteed at Rs 500 per month or say Rs. 6,000 
per annum from the firm including interest on capital and salary. 


Guaranteed amount 



Rs. 6000 

Less : Interest on capital to D 

Rs. 

500 

/ 

Salary to D 

Rs. 

2.000 


Profit to D 

Rs. 

3,100 

Rs. 5,600 

Deficiency 



Rs. 400 


Rs. 400 will be paid by A and B equally i.e., Rs. 200 each. 

Profit payable to D is Rs. 3,100+Rs. 400=Rs. 3,500. 

E’s earnings are guaranteed at Rs. 8000 per annum by B personally. 
Guaranteed amount Rs. 8,000 

Less : Intereston capital to E — 

Salary to E Rs. 3,000 

Profit t° £ Rs. 3,100 Rs. 6,100 


Deficiency 

Rs. 1,900 will be paid by B. 

Profit payable to E is Rs. 3,100+Rs. l,900=Rs. 5,000. 
C is to get 10% of profits i.e., Rs. 1,550 only. 

B’s share 

Less : Payable for D’s deficiency Rs. 200 
Payable for E’s deficiency Rs. 1,900 

Profit payable to C 

A’s Share 

Less : Payable for D’s deficiency 
Profit payable to A 


1,900 


Rs. 

4,650 

Rs. 

2,100 

Rs. 

2,550 

Rs. 

3,100 

Rs. 

200 

Rs. 

2,900 
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PARTNERSHIP— RETIREMEN T/DEATH 

Problem X. Explain in detail the adjustments of accounts required 
to be done on the retirement or death of a partner. 

Solution. On retirement or death of a partner, the share of such 
outgoing partner in the firm is to be ascertained correctly. In ca$c of 
death, the amount due is paid to the legal representativc/s of the 
deceased partner, while in case of retirement the money is paid to the 
retiring partner. In order to ascertain this amount, the following 
adjustments will be necessary : 

Valuation and Treatment of Goodwill 

Goodwill is valued as per the provisiors given in the Partnership 
Deed. The share of the outgoing partner is credited to his capital 
account, which is in consideration for sacrificing a share in the profits 
of the firm. 

It is treated in the books of accounts in the following ways : 
JOURNAL ENTRIES 

A When goodwill is raised at its full value : 

Goodwill A'c Dr. Full value 

To All partners capital A'cs In old ratios 

B. When goodwill js raised in the books, 

but is then written off : 

(а) Goodwill A|c Dr. Full value 

To All partneis capital A/cs In old ratios 

(б) Remaining partners capital A/cs Dr. In new ratios 

To Goodwill A/c Full value 

C When goodwill is raised only to the 

extent of outgoing partner’s share 
and goodwill account is maintained. 

Goodwill A/c Dr. Outgoing 

To Outgoing partner’s capital A/c partner s share 

D When goodwill js raised only to the 

extent of the share of outgoing partner 
and then written off 

(а) Goodwill A/c Dr. Outgoing partne 

To Outgoing partner’s capital A/c share 

(б) Remaining Partner’s capital A/cs Dr. In gaining ratio 

To SoodvaU A/c Outgome ruftnc 

snare 
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E. 


F. 


G. 


H. 


I. 


When outgoing partner’s_ share of 
goodwill is to be given to him without 
maintaining goodwill account in the 
books 

Remaining partner’s capital A/cs Dr. In gaining ratios 
To Outgoing partner’s capital A/c Outgoing partner’s 

share 


When goodwill appears in the books 
at its full value, no journal entry is to 
be passed 


When goodwill appears in the books, 
but the present value of the goodwill 
is more than that, goodwill account 
is raised for the difference in these two 
values 

Goodwill A/c Dr. 

To All partner’s capital A/cs 


When goodwill appears in the books, 
but the present value of goodwill is 
less than that, the goodwill account is 
written off (reduced) to that extent. 

All partner’s capital A/cs Dr. 

To Goodwill A/c 


Goodwill raised 
In old ratios 


In old ratios 
Goodwill written 
off 


When the outgoing partner gives his 
share to a particular partner, the 
goodwill- payable to him is debited 
only to the benefitted partner’s capital 
account. 

Benefitted partners capital A/c Dr. In gaining ratio 
To Outgoing partner’s capital A/c Outgoing partners 

share 


Calculation of Gaining Ratio 

On the death or retirement of a partner, his share in the profits 
will be taken by the remaining partners. Thus, they get an additional 
share, which is a gain. When new profit sharing ratio is not given, the 
remaining partners will continue to share in the old ratios existed 
between them, i c. they gain in the old ratio. If the new ratios of the 
partners are given, the gaining ratio is calculated by deducting the old 
ratio from the new one. If the gaining ratio is given, the new' "ratio of 
t e remaining partners will be calculated by addins their sainine ratio 
with their old ratio. 

Ivote . For adding or subtracting ratios, thevare converted into 
proportions 
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Revaluation of Assets and Liabilities 

The assets and liabilities are revalued, and a revaluation account 
is prepared in a similar manner as was done in case or admission of 
partner/s. Profit or loss on revaluation is transferred to all the partner's 
capital accounts in their old profit sharing ratio. Assets and liabilities 
are then shown in the Balance Sheet at the changed values. If the 
continuing partners desire to maintain the assets and liabilities at their 
original value, ihcn ‘Memorandum Revaluation Account’ should be 
prepared. The first part of this account will he exactly the same as in 
case of Revaluation Account but in second part entries shall be reversed 
and the profit or loss of this part shall be divided among the continuing 
partners m their new profit sharing ratio. 

Distribution of Reserves, Accumulated Profit*, etc. 

Any Reserves or undistributed profits should be transferred to the 
capital accounts of all the partners in their old profit sharing ratio. If 
the continuing partners wish to maintain the Reserves or Profits, then 
only the retiring partner’s share may be credited to his capital account 
and debited to reserve or accumulated profit account. 

Accrued Profit or Loss (Profit or Loss upto the date of 
Retirement or Death) 

An outgoing partner is entitled to a share in profit (or loss) upto the 
date of retirement or death The actual amount of profit earned from 
the date of the last Balance Sheet to the actual date cf retirement can be 
ascertained only if the boohs are doted and stock is taken This is 
inconvenient, and. therefore, profit is estimated on the basis of time 
or on the basis of sales. The share of the outgoing partner is calculated 
and is credited either by debiting continuing partners capital accounts 
in their gaining ratio, or the amount is debited to Profit & Loss 
Suspense account which is closed at the end of the > tar by transferring 
the amount to Profit & Loss account. The procedure will be reverse, in 
case of loss. 

Settlement of the Outgoing Partner’* account 

The total amount due to the outgoing partner as per his capital 
account will have to be paid over to him either in lump sum or by 
instalments, as may be mutually agreed. Generally, the payment is made 
in instalments, and as such, the amount payable to him is transferred to a 
separate ‘Loan Account* m case of retiring partner, s and to ‘Deceased 
Partner’s Executor’s (or Dependent’s) Account’ m case of deceased 
partner/s. Such loan or executor’s account may also carry certain 
percentage of interest. 

JOURNAL ENTRIES 


If the total dues arc paid in lump sum 
to the outgoing partner: 

Outcome partner’s capital A 'c Dr. Amount due 
To Cash/Banh A;c Ab^hJ 
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g if the payment is made in instalments. 

( a ) For transferring the capital account to 
the Loan or Executors account: 

Outgoing Partner’s capital A/c Dr. 

To his/her Loan/Executors 5 A/c 

(b) For the amount of interest due at the 
end of the period : 

Interest A/c ^ r - 

To His/Her Loan/Executor s A/c 

(c) For paying individual instalments : 

His/Her Loan/Executor’s A/c Dr. 

To Cash/Bank A/c 

(d) For transferring interest account to 
the Profit & Loss Account : 

Profit & Loss A/c Dr. 

To Interest A/c 


Amount due 

5 > 5 ? 


Amount due 
» >> 


Amount due 

55 » 


Interest due 

55 >5 


Note. The balance in the Loan or 
Executors’ account is. shown in the 
Balance Sheet as a liability 


C. If the remaining partners agree to take 

over, in their individual capacities, the 
liability for the amount due to the 
the outgoing partner: 

Outgoing partner’s capital A/c Dr. Amount due 
To Remaining partner’s capital A/cs Amounts taken 

over 


Problem 2. A, B and C were in partnership, sharing profits and 
losses in the proportions of 1/2, 1/3 and 1/6 respectively. 


Their Balance Sheet as on 30th June 1970 was as under : 

Liabilities 

Details Amount 

Assets 

Amount 


Rs. Rs. 


Rs. 

Bills payable 

6,400 

Cash on hand 

150 

Sundry creditors 

12,500 

Cash at bank 

25,500 

Capitals : 


Bills receivable 

5,40 J 

A 

40,000 

Book debts 

17,800 

B 

25,000 

Stock 

22,300 

C 

20,000 85,000 

Furniture 

3,500 




Plant & Machinery 

9,750 

Profit & loss A/c 

4,500 

Buildings 

24,000 


1,08,400 


1,08,400 
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Calculation for New Profit Sharing Raties : 

Old ratio of A, B and C is 1/2, 1/3 arid 1/6, f e. 3': 2 : 1 
A is retiring leaving his 1/2 share. 

B and C will continue to share profits in the old ratio, i.e. 1 : 1 
Their proportion is B 2/3rd and C l/3rd. 

PARTNER’S CAPITAL ACCOUNTS 


Particulars 

Amo unt s 

Amouu 

t s 

A 

B 

^ J. U( l ILUiUf o 

* 

A 

B 

C 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

To Revaluation 



By Balance 




a/c 

1,950 

1,300 

650 bid 

40,000 

25,000 

20,000 

To Goodwill 



By Goodwill 



a/c 

— 

4,000 

2,000 a/c 

3,000 

2,000 

1,000 

To Bank a/c 

11,050 

— 

— 




To 5% A’s 







loan a/c 

30,000 

— 

— 




To Balance c/d 

— 

21,7C0 

18,350 





43,000 27,000 

21,000 

43,000 

27,000 

21,000 


* * 

' — * 

===== 

== = == 




BALANCE SHEET OF B & C 


as on 30th June, 1970 


Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

'ills payable 


6,400 

Cash in hand 


150 

Sundry creditors 


12,500 

Cash at bank 


14,450 

5% A’s Loan a/c 


30,000 

Bills 


Capitals : 

21,700 

receivable 


5,400 

B 


Book debts 

17,800 

C 

18,350 

40,050 

Less: Reserve 





for doubtful 
debts 

850 

16,950 




Stock 

22,300 





Less: 





Depreciation 

2,300 

20,000 




Furniture 

Less: 

3,500 






Depreciation 

500 

3,000 


Total c/fd 

88,950 


Total c/fd 

59,950 
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Total b/fd 

59,950 

Plant & 


machinery 

Less: 

9,750 


Depreciation 

750 

9,000 

Buildings 

Less: 

24,000 


Depreciation 

4,000 

20,000 



83.950 


88,950 



*=* 



Calculation of Balance at Bank: 




Opening balance 



Rs. 25,500 


Less : Paid to C 



11,050 


Balance in hand 



14.450 


5% A’s LOAN ACCOUNT 

Date Particulars 

Amount 

Date 

Particulars 

Amount 

1971 

Rs. 

1970 


Rs. 

June 30 To Bank A/c 

11.500 

July 

1 By A’s capital A/c 

30,000 

June 30 To Balance c/d 

20,000 

19/1 


June 30 By Interest A/c 

1,500 


31,500 



31,500 

1972 


1971 



June 30 To Bank A/c 

11,000 

July 

1 By Balance b/d 

20,000 

June 30 To Balance c/d 

10,000 

t9?2 




June 30 By Interest A/c 

1,000 


21,000 



21,000 


«=» = =» 




1973 


1972 



June 30 To Bank Me 

10,500 

July 

1 By Balance b'd 

IO.COO 


1973 





June 30 By Interest A, c 

fCO 


10,500 



10.5C0 









Problem 3. A. B and C arc equal partners C retires cn 3M 
March 1972. The Balance Sheet of the firm as on JM " ‘ 
stood as shown on the next page: 
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BALANCE SHEET 


as on 3 1st December 1971 


Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

Creditors 


12,900 

Cash on hand 


1,000 

Contingency reserve 

4,000 

Cash at bank 


4,000 

Investments 



Debtors 

10,000 


fluctuation fund 


1,200 

Less : Reserve 



Partner’s capital : 



for doubtful debts 

800 

9,200 

A 

30,000 



— 


B 

20,000 


Stock 


10,000 

C 

20,000 

70,000 

Investments (cost) 


5,000 




Land & Building 


40,000 




Goodwill 


18,900 



88,100 



88,100 



rrr m er 



■=’== — 


In order to arrive at the balance due to C, it was mutually agreed 

that : 

Rs. 

(a) Land and building be valued at 50,000 

0 b ) Investments fluctuation fund be brought to 500 

(c) Debtors being all good no reserve is required 

( d ) Stock be taken at 9,400 

(e) Goodwill be valued at one year’s purchase of the 
average profits of the past five years 

(/) C’s share of profit loathe date of retirement be 
calculated on the basis of average profit of the 
preceeding three years. 

The profits for the preceeding five years were as under : 


1967 

1968 

1969 

1970 

1971 

Pass journal entries. 


Rs. 

11,500 

14.000 

9.000 

8.000 

10.000 


Give partner’s capital accounts and revised Balance Sheet 
your working) 


( Show 


Workings ' 

(I) Calculation of Goodwill : 


{1.1. B. Part I, October 1972 ) 


Goodwill is to be valued 
for the last live years. 


at one year s purchase of the average profits 


8 * 2 1'ARTSlRSHir— RCnRCMEKT/DrAin 

Total profits for the last five years 

*^Rs. 1 1,500+ 14,000+9,000+8,000+10,000=52,500 

Average profit =Rs 10,500 ( R$.~’|2£L^ 

Book value of the goodwill e=R«. 18,900 

Present value of the goodwill *=Rs. 10,5-0 

Decrease in the value R$. 8,400 


This amount will be debited to Revaluation account. 

(2) Calculation of C’s share of profit to the date of retirement : 

C's share of profit to the date of retirement be calculated on the 
basis of average profit of the preceeding three years. 

Total profits for the last 3 years *=Rs. 8,000+Rs. 9,0C0+Rs. 10,000 
*=»R». 27,000 

Average profit - Rs. 9,000 (rs. — )p9) 

C retired on 31st March 1972 while the accounts have been 
prepared upto 31st December 1971. 

Therefore, average profits for 3 months =Rs. 2,250 (r$. ^ 

C being an equal partner in the firm, he is hiving l/3rd share. 

, Thus, his share in the average profits for 3 months will be 

*=Rs. 750 (rs. - 2, f) 

This amount will be debited to A*s and B’s capitals in equal 
proportions, i c. Rs. 375 each. 

(3) Calculation of Profit or Loss on Revaluation : 

Dr. REVALUATION ACCOUNT Cr, 


Particulars 

Amount 

To Stock 

Rs. 

(Rs. 1 0,000 -9,400) 

To Goodwill 

6G0 

(Rs. IS, 900-10, 500) 

To Profit on Revaluation 
transferred to : 

A’s capital A/c 
(l/3rd share) 833 

B’s capital A/c 
(l /3rd share) 833 

C’s capital A/c 

8,400 

(l/3rd share) 834 

2,500 


11.500 


Particulars 

Amount 

By Land & building 

Rs. 

(Rs. 50,000— Rs. 40,000) 
By Investments 
fluctuation fund 

10,000 

(Rs. 1,200 — Rs. SCO) 

By Reserve for doubtful 

700 

debts A/c 

800 


M.500 


P.S.D.K. 7'83-3t 
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Solution : 


JOURNAL ENTRIES 


SI. 


Particulars 


Debit Credit 
Amount Amount 


(1) A’s capital A/c Dr. 

B’s capital A/c Dr. 

• ToC’s capital A/c 

(Being the profit till the date of C’s 

retirement adjusted from the capitals 

of remaining partners) 

(2) Revaluation A/c Dr. 

To Stock A/c 
To Goodwill A/c 

(Being the depreciation in the values 
of assets) 


(3) Land and building A/c Dr. 

Investments fluctuation fund A/c Dr. 
Reserve for doubtful debts A/c Dr. 
To Revaluation A/c 

(Being the appreciation in the value of 
Land and building and decrease in the 
values of Investment fluctuations fund 
and Reserve for doubtful debtSv 
recorded) 


Rs. Rs. 

375 
37 5 

750 


9,000 

6C0 

8,400 


10,000 

700 

800 

11,500 


(4) Revaluation A/c Dr. 2,500 

To A’s capital A/c 
To B’s capital A/c 
To C’s capital A/c 

(Being profit on revaluation transferred 
to partners capitals equally) 

Note: Amounts taken to the nearest of rupee 

(5) Contingency reserve A/c Dr. 4 000 

To A’s capital A/c 
To B’s capital A/c 
To C’s capital A/c 

(Being the reserve distributed to the 
partners in equal proportions) 

Note. Amounts taken to the nearest of rupee 

(6) C’s capital A/c p r . „ 077 

To C’s loan Ac ' 

(Being amount of C’s capital transferred 
to his loan account) 


833 

833 

834 


1,334 

1,333 

1,333 


22,917 


PARTNERSHIP— RElIRt MENT/DEATH 
PARTNER’S CAPITAL ACCOUNTS Cr. 


To C’s 
capital A/c 
ToC’s 
loan A/c 
To Balance 
c/d 


A 

B 

C 

Particulars 

/l 

B 

C , 

Rs. 

Rs. 

Rs. 

By Balance 

Rs. 

Rs. 

Rs. 

375 

375 

— 

b/d 

30,000 20,000 20.000 




By A’s 




— 

— 

22,917 

capital A/c 

— 


375 

1,792 

21,791 

- 

By B’s 
capital A/c 



375 




By Revalu- 
ation A/c 

By Contin- 

*33 

S33 

834 




gency 
reserve A/c 

1,334 

1,333 

1,333 


32,167 22,166 22,917 


C% LOAN ACCOUNT 


32,167 22,166 22.917 


Date Particulars 

Amount 

Date 

Particulars Amount 


Rs. 

1972 

Rs. 



Mar. 31 

By C’s capital A/c 22,917 


REVISED BALANCE SHEET 
OF A &B 
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Problem 4. C, P and S were partners sharing profits 2/5th, 3/ 1 Oth 
and 3/ 10th respectively. Their Balance sheet on 31st December 1975 
was as follows : 


Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

Capitals: 



Building 


18,000 

C 

16,000 


Plant 


14,000 

P 

12,000 


Motor car 


4,000 

s 

10,000 

38,000 

Stock 


10,000 

Reserve 


5,000 

Debtors 

7, COO 


Bills payable 
Creditors 


2,000 

8,000 

Less: Provision 

1,000 

6,000 


Cash at bank 


1,000 



53,000 



53,000 



= 





P retires on that date on the following terms: 

O') The goodwill of the firm is to be valued at Rs. 7,000. , 

00 Stock and Building are to be appreciated by 10%. 

(Hi) Plant and Motor car are to be depreciated by 10%. 

00 Liability for the payment of gratuity to workers Rs. 2, COO is 
not yet recorded in the books, but the same is to be provided 
for. 

(v) Provision for bad debts is no more necessary. 

(0) It is decided not to maintain goodwill account in the books, 

(u7) The amount payable to P is to be paid in 3 equal annual 
instalments beginning from 1st January, 1976 with interest 
at 10% p.a. 

You are required to prepare: 

(1) Revaluation account (3) New Balance sheet of C & S, and 

U) Partners capital accounts (4) P's loan account for 1976. 

(LLB. Part I, October 1976) 


S-S6 


PARTNERSHIP— SETfREMCST/DZATIt 


Solntlon: 


0) REVALUATION ACCOUNT 


Dr. 



Cr. 

Particulars 

Amount 

Particulars 

Amount 

To Plant 

(Dcorcciation @ 10% 

Rs. 

By Stock 

(Appreciation tff, 1Q% 

Rs. 

on Rs. 14,000) 

1,400 

on Rs. 10,000) 

1,000 

To Motor car- 
(Depreciation @ 10% 


By Building 
(Appreciation (f? 10% 


on Rs. 4.CC0) 

To Provision for 

400 

on Rs. 18,000) ~ 

By Provision for bad 

1,800 

gratuity 

2,000 

3.SC0 

debts 

1,000 

3,800 


Note. The resaluation has a conpensating effect, therefore, there is no 
profit or loss on this account. 

(2) 4 PARTNER’S CAPITAL ACCOUNTS 

Dr . Cr. 


Amounts Amounts 

Particulars * Particulars 

CPS CPS 


To P’s 

capital A/c 1,200 — 900 

To P’s 

loan A/c — 15,600 — 

To Balance 

c/d 16.S00 — 10.6C0 


By Balance 
b/d 


16.C00 12,000 10,000 


By Reserve 
A/c 


2,000 1.500 1,500 


B> C’s 
capital A/c 

By S’s 

capital A/c 


i,:oo — 

9CO — 


18,000 15,600 11.500 


18.000 15,600^00 
V 
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s4s P's LOAN ACCOUNT 


Dr. 




Cr. 

Date 

Particulars 

Amount 

Date Particulars 

Amount 

1975 


Rs. 

1975 

Rs. 

Dec. 31 

To Balance c/d 

15,600 

Dec. 31 By P’s capital 
A/c 

15,600 


' 

15,600 


15,600 

1976 



1976 


Jan. 1 

Dec. 31 

To Bank A/c 
(1st l/3rd 
instalment) 

To Balance c/d 

5,200 

11,400 

Jan. 1 By Balance b/d 
Dec. 31 By Interest A/c 
(@ 10% on 

Rs. 10,400, ie. 
Rs. 15,600 
less Rs. 5,200) 

15,600 

1,040 



16,640 


16,640 

1977 



1977 


Jan. 1 

Dec. 31 

To Bank A/c 
(Itnd I/3rd 
instalment of 
Rs. 5,200 plus 
Rs. 1,040 for 
interest) 

To Balance c/d 

6,240 

5,720 

Jan. 1 By Balance b/d 
Dec. 31 By Interest A/c 
(@ 10% on 

Rs. 5,200, i.e. 
Rs. 11,440 
less Rs. 6,240) 

11,440 

520 



11,960 


11,960 

1978 
Jan. 1 

To Bank A/c 
(Illrd 1 /3 rd 
instalment of 
Rs. 5,200 plus 
Rs. 520 for 
interest) 

5,720 

1978 

Jan. 1 By Balance b/d 

5,720 
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(3) BALANCE SHEET OF C AND S 

as on 31st December, 1975 


Liabilities 

Details 

Amount 

Assets 

Details 

Amount 

Capitals: 

Rs. 

Rs. 

Building 

Rs. 

18,000 

Ri. * 

C 

16,800 


Add : 10% 


S 

10,600 

27,400 

appreciation 

1,800 

19,800 

P's loan A/c 


15,600 

Plant 

14.0C0 


Bills payable 


2,000 

Less: 10% 


Creditors 


8,000 

depreciation 

1,400 

12,600 

gratuity 


2,000 

Motor car 

Less: 10% 

4.0CO 





depreciation 

400 

3,600 




Stock 

Add: 10% 

10,000 





appreciation 

I.0C0 

11,000 




Debtors 


7,000 




Cash at bank 


1.000 



55,000 



55,000 * 






* 3 » B " S3 


Workings: 

(I) Distribution of Reserves among the Partners: 

Reserves amounting to Rs 5,000 will be distributed among all the 
partners in their profit sharing proportions, viz. 2/5tb, 3/1 0th and 3/lOth 
to C, P and S respectively. 

C’s share will be-Rs. — ~ -^Rs. 2,000 
P's shSTt will be^Rs. ~ ^ — *=Rv 1.SQ& 

S's share will be*-R«. ^~-^«=*Rs. 1,500 

The following journal entry will be passed for the purpose: 

JOURNAL ENTRY 

Date Particulars L F. Debit Credit 

Amount Amount 


1975 

Dee. 31 Rescrse A/c 

To C‘s capital A/c 


Dr. 


Rs. 
5.1 CO 


Rs. 

2.0GO 

1 C/VA 
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(2) Calculation of gaining proportions of remaining Partners: 

P on his retirement; is sacrificing his 3/10th share in profits. 

C was having 2/5th share out of the 7/10th share (1— 3/10th). 

2x10 

, C’s new share will be j^-y-=4/7ih 

20—14 

C will gain4/7th — 2/5th— - 35 “^“^^ 

S was having 3/10th share out of the 7/10th share (l— 3/10th). 

3 X 10 

/. S’s new share will be 1 Q -^- 7 =3/7th 

30 21 9 

S will gain 3/7th — 3 / 10 th=— ^ q— 7 — th 

Thus, 3/ 10th share sacrificed by P will be shared by C and S in the 

/ 12 -f 9 21 3 \ 

proportions of 6/35th and 9/70^-^ — fo"^ J 

- (3) Calculation of Goodwill: 

The goodwill of the firm is valued at Rs. 7,000. 

P was having 3/ 10th share in profits, therefore, he will get 

7,000 X 3\. 

Rs. 2,100 (Rs. j- Q — - j 

This amount will be payable by C and S in their gaining ratio 
C will pay Rs. 1,200 (Rs. 

S will pay Rs. 900 (Vs. 

As the goodwill account is not to be maintained in the books, the 
following journal entry will be passed for the purpose: 

JOURNAL ENTRY 


Date 

Particulars 


L.F. Debit 

Amount 

Credit 

Amount 

1975 



Rs. 

Rs. 

Dec. 31 

C’s. capital A/c 

Dr. 

1,200 



S’s capital -A/c 

Dr. 

900- 



To P’s capital A/c 



2,100 
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Problem 5. P, Q, R are partners in a business sharing profits 
3/4, 1/8, 1/S respectively, and their Balance Sheet as on 3Isr December 
t9st was as follows : 


Liabilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


40,000 

Plant and Machinery 

60,000 

General Reserve 


5,000 

Patents 

10,000 

Capital A/c 



Sundry Debtors 

35,000 

P 

50,000 


Stock 

20,000 

<!' 

30,000 


Cash 

25.000 

R 

25,000 

J, 05, 000 





1,50,000 


1,50,000 



ss *=»*=« 


cantata 


R retires on 31st December 1981 on the following terms : 

(I) Goodwill is to be valued at three years’ purchase of the average 
profits of the last four years. The profits were as follows : 


1978 

50,000 

1979 

60,000 

19S0 

40,000 

1981 

50,000 


(2) Goodwill account is not to appear in the books after fCs 

retirement. rr " 

(3) Plant and machinery was valued at Rs. 50,000, patents at 
Rs- 15-300 and stock at Rs. 18,000. 

(4) A provision or 5% on debtors was necessary. 

(5) On 30th June 19S0, a shed was constructed at a cost of 
Rs. 10 000. This sum was charged to Profit and boss A,e. 
This asset is now to be brought in the hooks, after allowing 

• , (Thu adjust' 

ation of good- 


(6) Q was to acquire the whole of the share of profit of 'R . 

(71 The total capita! of the Firm was to be Rs. 80,000 and capital* 
of P and Q were to be m ih:tt profit sharing ratio, access 
adjustments to be made in cash. 

(SI R is to Unvc Rs. 30,000 in lb: business as l oan at 1 3 Ji. 
remaining amount is to be paid to him immediately. 
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You are required to prepare : 

(1) Revaluation A/c. 

(2) Partner’s Capital A/c showing all the adjustment. 

(3) Balance Sheet of the Firm after R’s retirement. 

(4) Give full working for Goodwill A/c and Cash A/c. 

(I.l.B. Part I, November 1982) 

Solution: 

REVALUATION A/C 


Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Plant & Machinery 


By Patents 


(Rs. 60,000 — 50,000) 

10,000 

(Rs. 15,300 — 10,000) 

5,300 

To Stock 


By Buildings 

' 

(Rs. 20,000 — 18,000) 

To Provision on Debtors 

2,000 

(cost of shed as per 
working note no. 4) 

9,250 

(5% on Rs. 35,000) 

1,750 

.To Profit on Revaluation 

- 



transferred to 

P’s Capital (3/4th share) 600 
Q's capital (1/Sth share) 100 
R’s capital (l/8th share) 100 

800 




14,550 


14,550 


PARTNER'S CAPITAL ACCOUNTS 


£•92 


PAR rNERSniP'RET.RDlENT /OE\l!t 
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R’S 12% LOAM A/C 


Particulars 

/mount 

Particlars 

Amount 

To Balance c/d 

Rs . 

30,000 

By balance transferred 
from R’s Capital A/c 

Rs. 

30,000 


30,000 


30,000 

CASH A/C 

To Balance b/d 

To P’s Capital A/c 

To Q’s Capital A/c 

Rs. - 

25,000 

5,650 

26,775 

By R 

By Balance c/d 

Rs. 

33,225 

24,200 


57,425 


57,425 


BALANCE SHEET OF P & Q 



as on 3 3 st December 1981 


Liabilities 

Amount 

Assets 

Amount 

Sundry creditors 
Capital A/c’s: 

P 60,000 

Q 20,000 

Rs. 

40.000 

80.000 

Plant & Machinery 
Patents 

Sundry Debtors 

Less: Provision® 5% 

Rs. 

50,000 

15,300 

35,000 

1,750 33,250 

o 12% Loan A/c 

30,000 

Stock 

Cash 

Buildings 
(cost of shed) 

Less: Depreciation 
on original cost 
for year @ 5% 

18,000 

24,200 

10,000 

750 9,250 


1,50,000 


1,50,000 


Workings : 


(I) Distribution of Gcncrui Reserve , h(! p artncrs , . 

General Reserve amounting 10 Rs. 5,000 will be distributed among 
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oil the partners in tbeir profit sharing proportions, vi:., 3/4th, 1/Sth and 
1/glh to P, Q atui R respectively. 

P’s share will be—Rr. ~ Rs. 3,750 

Q's share will be=Rs. 5 -rS^l= Rs. 625 

R's share will be=Rs. * = Rs. 625 

The following journal entry will be passed for the purpose. 


JOURNAL ENTRY 


Date 

Particulars 

L.F. Dibit 

Credit 



Amount 

A^vrj 

1981 
Dec. 31 

General Reserve A/c 

Rs. 

Dr. 5,000 

Rs. 


To P's capital A'c 

5.753 


To Q's capital A/c 


C5 


To R’s capital A/c 


c7? 


(2) Calculation of New Profit sharing proportion : 

Old proportion*® P 3/4lh, Q l/8th and R l,$th 

Q was to acquire the whole of the share of progr cf R. 
Therefore Q's proportion will be^l.Sih hi> o=^-* ^ 

= 1 4th. 

New Proportion*^ 3/4th, Q j;4th. 

(3) Calculation of Goodwill : 

Goodwill is to be valued at ihw »*«.-» - - —r— 

profits of the last four years. 

Profits during the last /Ou' >?-- • 

19B1 Rs. 50,0Ctf 
19S0 Rs. 40.0(0 
1979 R s 60,000 
2978 Rs. 50,OV 

2.C0XU' 

Average for tet tovr n. 

Goodw iJ 1 of tie to = ft* 


Tii< 


KStfKjfbru 
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As Goodwill account is not to appear in the books, the following 
journal entry will be passed: 

JOURNAL ENTRY 


1 Date 

Particulars 

L.F. 

Debit 

Amount 

Credit 

Amount 

1981 



Rs. 

Rs. 

Dec. 31 

Q’s Capital A/c 

To R’s Capital A/c 

Dr. 

37,500 

37,500 


(4) Calculation of the cost of shed : 

Cost of shed as on 30*6-1980 
. Depreciation @ 5% p.a. for 1| year 
i.e., upto 31.12.1981 on original cost 

(iO-OOOXiTo x l) 

Depreciated value of Shed as on 
31.12.1981 


Rs. 10,000 


Rs. 750 
9,250 


The amount of Rs. 10,000 was charged to Profit & Loss account, 
but the amount of Depreciation Rs. 750 was only to be charged to Profit 
& Loss account. Therefore, Rs. 9,250 will be shown on the credit side 
of revaluation account. 

{5) Calculation of new Capital : 

The total capital of the firm=Rs. 80,000 
Capitals of P and Q were to be in their profit sharing ratio 
P’s ratio=3/4th Q’s ratio = 1 /4th 
Thus new Capital of P= 80,000 X 3/4 =Rs. 60,000 
New Capital of Q=80,000x l/4=Rs. 20,000 

E 


PARTNERSHIP-DISSOLUTION 


problem 1 . What is dissolution of partnership ? In case of 
dissolution of a partnership firm, mention the order in which the proceeds 
from the sale of assets have to be utilised. 

Solution: Dissolution of a firm means “the dissolution of 
partnership between all the partners of a firm”. 

[Indian Partnership Act, 1932 {Sec. 39)] 
In case of dissolution of a firm, the business of the firm is closed 
down and its affairs are wound up by selling and realisine assets and 
property and by paying the liabilities and discharging the partner; 
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■ The amounts realised by sale of assets and properties are utilised 
in the following order : 

I. In paying off the debts and liabilities or the firm to persons 
who arc not partners therein, e.g. Government dues bank 
loans, fully secured creditors, partly seemed creditors, 
unsecured creditors, outstanding expenses, etc. 

H. In repaying loans and advances taken from partners. 

III, Each partner will then be paid ratcably what is due from 
the firm to him in respect of his capital. 

IV, Iflhercisany surplus left after the above payments, it is 
divided among the partners in their profit sharing 
proportions. 

Troblem 2. What is Realisation Account? Gi\c the entries 
needed to dose the books of the firm upon its dissolution. 

Solution. The dissolution of a firm is its end, so the accounts of 
the various assets and liabilities appearing on the date of the dissolution 
should also be closed. It also becomes necessary to record the amounts 
realised on sale of assets, payment to liabilities and profit or loss on 
account of realisation. 

A special account styled "Realisation Account” will have to be 
opened for this purpose, in order that the whole of the above information 
may be ascertained therefrom. 

ACCOUNTING TREATMENT 

FOR CLOSING PARTNERSHIP BOOKS ON DISSOLUTION 


SI. Steps to be followed Account to Account to 

A?. be Debited be Credited 


1. To close the various assets 
accounts, open a Realisation 
Account, and transfer thereto 
the book value of the assets 
except cash and bank balances 

Realisation 

All assets 

2. If there is any debit balance of 

Partners’ 

Profit & 

Profit & Loss account appear- 
ing on the assets side, transfer 
the same to partner, in their 
profit sharing ratio 

capitals 

loss account 

3. Assets against which a provi- 
sion (e.g. provision for doubtful 

Realisation 

Sundry 

debtors 

debts) has been kept should be 
transferred to the debit side of 
realisation account at gross 
figure. The provision should 
be transferred separately to 
Realisation Account 

Provision 
for doubtful 
debts 

Realisation 
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4. 

To close all the liabiTties to 

Outside 

Realisation 


third parties 

liabilities 


5. 

If there is any Reserve fund, or 

Reserve fund 

Partner's 


credit balance of accumulated 

or 

capitals 


profits, transfer that to 

Accumulated 


partners’ capital in their profit 
sharing ratio 

profit A/c 


6. 

For the amount realised on 
sale of assets 

Bank 

Realisation 

7. 

If assets are taken over by a 

Partner’s 

Realisation 

partner 

capital 


8. 

For amount paid in respect of 
liabilities 

Realisation 

Bank/Cash 

9. 

If some partner agrees to pay 

Realisation 

Partner’s 


any liabilities 


capital 

10. 

For realisation expenses 

incurred 

Realisation 

Bank 

11. 

If any partner agrees to bear 

Realisation 

Partner’s 


all the realisation expenses in 
consideration for an agreed 


capital 


amount to be paid to him. 
(no entry will be made for the 




actual realisation expenses) 



12. 

The balance of the realisation 
account will represent either 
the profit or loss on realisation 




(/) If there is profit (credit 

Realisation 

Partner’s 


balance) 


capitals 


(ii) If there is a loss (debit 

Partner’s 

Realisation 


balance) 

capitals 

13. 

If there is any loan account of 

Partner’s 

Bank 


a partner, the same will be 
paid out 

loan 


14. 

For closing capital accounts: 

(0 Amount due to the 

Partner’s 

Bank 


partner will be paid (credit 
balance in their account) 

capital 



07) Amount due from any 

Bank 



partner is received (debit 
balance in their account) 


capital 

15. 

If there is any 'cash balance, 
the same should be transferred 
to the bank account 

Bank 

Cash 




Note: The debit and credit totals of the Bank account will tally. 
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Problem 3. Patel, Shah and Joshi were in partnership sharing 
profils and losses in the proportion of 5 : 3 : 2. 

On 31st December 1975, their Balance sheet was as under: 


Liabilities 

Details 

Amount 

Assets 

Amount 


Rs. 

Rs. 



Capitals: 



Plant 

6.CCO 

Patel 

36.000 


Investments 

8.0C0 

Shah 

32,800 


Stock 

4?,t CO 

Joshi 

5,000 

73,800 

Debtors 

44/ 00 


— — — — 


Cash 

3.CCO 

Creditors 


30,800 





1,04,600 


1.04 .600 





Bjesturai 


On that day, Shah died and Patel wanted to retire. They, 
therefore, agreed To dissolve. Joshi took over the assets and liabilities 
as under: 

(a) Goodwill was valued at Rs. 60,000. 

(b) Investments were distributed in profit sharing ratio, as the 
same were not saleable. 

(c) Part of the stock was sold for Rs. 10.0C0 and the balance was 
valued at Rs. 28,000. 

(</) The other assets and liabilities were valued at book value. 
Prepare the necessary' accounts to close the bools of the firm. 

* (/ LB. fan I, May 1976) 


P.S.B.K. 7 S’— 35 
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Solution: 


REALISATION ACCOUNT 


Particulars 


Details Amount 


Particulars 


Details Amount 


To SundCJ Assets: 

Plant 6,000 

Investments 8,000 

Stock 43,000 

Debtors 44,600 

To Joshi’s capital A/c: 
■Creditors 
To Profit on 
realisation 
■c/d to capital 
accounts: 

Patel 

.{5/10th share) 27,500 

Shah 

(3/10th share) 16,500 

Joshi 

(2/ 10th share) 11,000 


27.500 

16.500 

11,000 55,000 


By Sundry Liabilities: 
Creditors 
By Joshi’s capital 
A/c: 

1,01,600 Goodwill 60 ; 

Stock ' 28, 

Plant 6 

30,800 Debtors 44 

Investments 
(2/ 10th of 

Rs. 8,000) l, 

By Shah’s — 

capital A/c; 
Investments 
(3/1 0th of Rs. 8,000) 
By Patel’s capital A/c: 
Investments 

55,000 (5/10th of Rs. 8,000) 

By Bank (slock sold) 


30,800 


60,000 

28,000 

6.000 

44,600 


1,6C0 1,40,200 


1,87,400 


2,400 


4,0' 0 

10,000 

1,87,400 


PARTNER’S CAPITAL ACCOUNTS 


Amounts Amounts 

Particulars Particulars 

. Patel Shah Joshi Patel Shah Joshi 


Rs. Rs. Rs. Rs. Rs. Rs. 

To Realisa- By Balance 

tion A/c b/d 36,000 32,800 5,000 

{Assets By Reaiisa- 

taken over) 4,000 2,400 1,40,200 tion A/c 

T ,oBank (Profit) 27,500 16,500 11,000 

(Balance By Realisa- 

paid) 59,500 46,900 — tion A/c 

(Creditors) — — 30,800 

By Bank A/c 
(Balance 

received) ~ — 93,400 


63,500 49,300 1,40,200 


63,500 49,300 1,40,200 
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BANK ACCOUNT 


Cr. 


Particulars 

Amount 

Particulars 


Amount 


Rs. 



Rs. 

To Cash 3,0C0 

To Realisation (Stock) 10, COO 

To Joshi’s capital A/c 93,400 

By Patel's capital A/c 

By Shah's capital A/c 

59,500 

46,900 


I.C6.400 



1,06,000 


tsetse 




Problem 4. The following 
on 31st December 1D72: 

was the Balance Sheet of A and B as 


BALANCE SHEET 



Liabilities 

Amount 

/lasers 

Details 

Amount 


Rs. 


Rs. 

Rs, 

Creditors 

Mrs A’s loan 

B*s loan 

Reserve fund 

A*s capital 

B’s capital 

38.COO 

10.C00 

15, COO 

5.0C0 

Cash at bank 
Stock 

Debtors 

Less : Provision 

20.000 

1,0C0 

1 1 ,500 

6 COO 

19,000 

8,000 

Furniture 

Plant 

Investments 

Losstn business 


4.0C0 

28,000 

lO.COQ 

7,500 


86,000 



8G.C00 


The firm was dissolved on 31st December 1972 on both the parties 


agreeing to the following: 

(1) A agreeing to tale the investments at an agreed value or 
Rs. fc.COO. He also agreed to settle Mrs, A's Loan. 


The other assets realised as unden 

s,Kk ,£%> 

Debtors I8--W 

Furniture 

Plant «' DU0 

Expenses of realisation came to R*- L600. 

The creditors agreed to accept R'- 37,000 m full settlement of 
their claims. . 

3nd 21 5lh ' (/./ B. Bert l, Mcjjt73) 


( 2 ) 


( 3 ) 

( 1 ) 
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Solution: 

0 ) 

Dr 


REALISATION ACCOUNT 


Cr. 


Particulars 


To Sundry 
Assets', 
Slock 
Debtors 
Furniture 
Plant 
Invest- 
ments 

To .Bank 
(Expenses) 
To Rank 
(Creditors) 


Details 

Amount 

Particulars 

Details 

Amount 

■ Rs. 

6,000 

20,000 

Rs. 

By Sundry 
Liabilities: 
Creditors 

Provision for 

o ?■ 

© 
o 

Rs. 

4,000 

28,000 


doubtful debts 

By A’s capital A/c 

1,000 

39,000 

10,000 

68,000 

(Investments taken) 

By Bank: 

8,000 


Sale proceeds of 
1,600 Stork 5,000 

Debtors IB, 500 

37,000 Furniture 4,500 

Plant 25,000 53,000 

By Loss on realisa- 
tion transferred to: 

A's capital A/c 3,960 

(3/5th share) 

IPs capital A/c 2,640 6,600 

(2/ 5th share) 


1,06,600 


1,(6,600 


(3) 

Dr, 


PARTNER’S CAPITAL ACCOUNTS 


Cr. 


Amounts 


Particulars 


To Realisation A/c 
(Investments) 

To Loss in business 
To Realisation A/c 
(Loss) 

To Bank (Balance 
paid to them) 


Amounts 


1 

B 

particulars 

A 

B 

Rs. 

Rs. 


Rs. 

Rs. 



By Balance b/d 

10,000 

8, C0< 

8,000 

— 

By Reserve fund 

3,000 

2,001 

4,500 

3,000 

By Mrs. A’s 



loan A/c 

10,000 



3,960 

2,640 



6,540 

4,360 




23,000 

10,000 


23,000 

10, oc 
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(d) Loss in business i The balance in this account will be shared by 
A and B in their profit and loss sharing ratio, i.e. 3 : 2. 

JOURNAL ENTRY 


Date 

Particulars 

L.F . 

Debit 

amount 

Credit 

amount 

1972 

Dec. 31 

A’s capital A/c 

B’s capital A/c 

To Loss in business 

Dr. 

Dr. 

4,500 _ 
3,000 

7,500 


Problem 5. The following is the Balance sheet of Miss Rane and 
Mrs. Severine as on 31st December 1974 : 


Liabilities 

Amount 

Assets Details 

Amount 


Rs. 

Rs. 

Rs. 

Sundry creditors 

25,000 

Cash in hand 

2,000 

Bills payable 

10,000 

Cash at bank 

10.000 

Mr. S’verine’s loan 

5,000 

Stock in trade 

25,000 

Reserve fund 

8,000 

Debtors 22,000 


Miss Rane’s capital 

10,000 

Less : Provisions 


Mrs. Severinc’s capital 

30,000 

for doubtful debts 2,000 

20,000 

' 


Plant & machinery 

15,000 



Building & land 

16,000 

'V 

88,000 


88,000 

The firm was dissolved on 
transactions took place: 

31st December 1974. The 

following 

(1) Mrs. Severine undertook to pay Mr. Severine’s loan 
over 50% of the stock at a discount of 20%. 

and took 


(2) ?nv RS ‘ ^tl 000 ' BaIance of lhe stock was sold off 

at a profit of 30% on the cost. 

^ credlt0r . s ™ CT P C P aid out at a discount of 10% Bills 

pajable were paid in full. /o m 

(4) Plant realised Rs. 25,000, Building Rs. 40,000. 

R, «™ « » -luation of 

account.' 1 ™' R “ lisation accounl - Patl »«s’ capital accounts and Bank 


frrn n 


PARTNERSHtP'DISSOLUlION 


8*104 


Solution: 

REALISATION ACCOUNT 


Dr. 



Cr.. 

Particulars 

Details 

Amount Particulars Details 

Amount 

To Sundry Assets'. 

Rs. 

Rs. Rs, 

By Sundry 

Rs. 

Stock in trade 

25,000 

liabilities: 


Debtors 

22.000 

Sundry creditors 25,000 


Plant & machinery 

15,000 

Bills payable 10,000 


Building & land 

16.000 

78,000 Provision for bad 


To Bank; 


& doubtful debts 2,000 

37,000 

Creditors 

Less'. Discount 

25,000 

By Mrs. Scverine’s 

@ 10% 

2,500 

capital A/c 

5% Stock 12,500 



22,500 

Less: Discount 


Bills payable 

To Bank (Expenses) 
To Profit on realisa- 
tion transferred to 

10,000 

32,500 @ 20% 2,500 

1,750 By Bank: 

50% Stock 12,500 

Add: Profit 

10,000 

capital accounts: 
Miss Rane’s 


@ 30% 3,750 

- 

capital (£ share) . 
Mrs. Severine’s 

,22,000 

16.250 

Debtors 18.000 


capital ($ share) 

22,000 

44,000 Plant 25.000 

99,250 

10,000 

1,56,250 


Building 40,000 

By Mrs. 

Severine’s 
capital A/c 
(Goodwill) 

1,56,250 
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PARTNER’S CAPITAL ACCOUNTS 


Cr. 


Amounts 


Amounts 


Particulars Particulars 


Miss Mrs. • “ Miss Mrs. 

Pane . Severine Pane Severine 


Rs. Rs. 


To Realisation A/c 
(Stock) — 10,000 

To Realisation A/c 
(Goodwill) — 10,000 

To Bank 

•(Balance paid) 36,000 41,000 

• 36,000 61,000 



Rs. 

Rs. 

By Balance b/d 

10,000 

30,000 

By Reserve fund 

4,000 

4,000 

By Mr. Severine’s 


loan 

— 

5,000 

By Realisation A/c 



(Profit) 

22,000 

22,000 


36,000 

61 0C0 


Dr. 

BANK ACCOUNT 

Cr. 

Particulars 

Amount 

Particulars 

Amount 

To Balance b/d 

To Cash in hand 

To Realisation A/c 
(Sundry assets sold) 

Rs. 

10,000 

2,000 

99,250 

\ 

By Realisation A/c 
(Liabilities paid) 

By Realisation A/c 
(Expenses) 

By Miss Rane’s capital 
A/c (Balance paid) 

By Mrs. Severine’s 
capital A/c 
(Balance paid) 

Rs. 

32,500 

1,750 

36.000 

41.000 


1,11,250 


1,11,250 


Workings: 


(1) Reserve Fund has been distributed araon° the nartner* In *„ lla i 
prpGt sharing ratio by passing the following journal ent?y: h q 


JOURNAL F.NTRV 



Reserve fund A/c 
To Miss Rane’s capital A/c 
To Mrs. Severine’s capital A/c 


Rs. 

8,000 


4,000 

4,000 
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(2) Mr. Severme's loan has been taken over by Mrs. Severing The 
following journal entry will be passed for ibc purpose: 

JOURNAL ENTRY 

1974 . Rs. Rs. 

Dec. 31 Mr. Sevcriae’s loan A/c Dr. 5,000 

To Mrs. Severine’s capital A/c 5,000 

Problem 6. The following is the Trial Balance of the firm of P, Q 
and R on 31st March 1981: 



Dr. 

Cr. 

Freehold Property (Bombay) 

4,50,000 


Leasehold Property (Calcutta) 

1,50,000 


Leasehold Property (Madras) 

1.20,000 


Investments 

60,000 


Office Furniture 

1 0,000 


Stock (Bombay) 

1,80.000 


Stock (Calcutta) 

1,60X00 


Stock (Madras) 

1,40,000 


Sundry Debtors 

l, 25,OCO 


Sundry Creditors 


1,85,000 

Capital P 


5,00,000 

Capital Q 


4,50,000 

Capital R. 


3,00,000 

Cash at Bank 

40,000 



14,35,000 

14,35,000 


The partners agreed to dissolve the firm on the above date on the 
following terms: 

(nl Freehold Property was sold and realised Rs. 5,00.000; Invest- 
ments realised Rs. 73,000; Debtors Rs. 1,15,000 and office 
furniture Rs. 6,000. 

(6) P retired from the business altogether. 

(el O took over the Calcutta business and the assets in connection 
therewith at b?ok values, the goodwill thereof being valued at 
Rs. 1,00,000. 

r (I) r took over Madras business and the corresponding assets at 
book values, the goodwill for the purpose being valued at 
Rs. 50,000. 

(e) Expenses of Realisation amounted to Rs. 12,000. 

( /) Bombay stock was taken over by Q and R equally at book 
value. 

(g) P, Q and & shared profits in proportions 
respectively. 
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(h) There was un-recorded liabilities of Rs. 8,000 which was paid 

off. 

Prepare: 

(1) Realisation A/c, (2) Partner’s Capital A/cs, and (3) Bank A/c 
to close the books of the firm, assuming that each partner 
finally settles his account with the firm. 

Pari I , November 1981) 

Solution: 

(1) REALISATION ACCOUNT 

Dr. Cr. 


Particulars Details Amount Particulars Details Amount 



Rs. 

Rs. 

To Sundry 


By Sundry 

Assets : 


Liabilities : 

Freehold 

* 

Sundry 

Property: 


Creditors 

Bombay 4,50,000 


By Cash: 

Calcutta 1,50,000 


Freehold 

Madras 1,20,000 

7,20,000 

Property 

— 


Investments 

Investments 

60,000 

Debtors 

Office Furniture 

10,000 

Office Furniture 

Stock: 

Bombay 1,80,000 

By Q: 

Calcutta 1,60,000 


Calcutta Stock 

Madras 1,40,000 

4,80,000 

Goodwill 

Sundry Debtors 

1,25,000 

\ of Bombay 
13,95,000 Stock 

;/To Cash 


By R: 

(Expenses) 


12,000 Madras Stock 

To Cash: 


Goodwill 

Sundry Creditors 1,85,000 
Unrecorded 

\ of Bombay 
Stock 

liability 

8,000 

1,93,000 

By Loss on 



Realisation 
transferred 
to capital 
accounts of: 

P (3/Sth) 

Q (I /5th) 

R (1 /5th) 


Rs. 


5,00,000 

75,000 

1,15,000 

6,000 


1,60,000 

1,00,000 

90,000 


1,40,000 

50.000 

90.000 


53,400 

17,8C0 

17,800 


Rs. 


1,85,000 


6,96,0, 0 


3,50,000 


2.80,000 


89, 00 1 


16,00,000 


16,00,OC 
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CASH AND BANK ACCOUNT 


Dr. 



Cr. 

Date Particulars 

Amount Date 

Particulars 

Amount 

To Balance b/d 

To Realisation 

A/c 

(Sale Proceeds 
of assets) 

40,000 

6,96,000 

By Realisation 
A/c 

(Expenses) 

By Realisation 
A/c 

(Payment of 
Liabilities) 

By P 

By Q 

By R 

Rs. 

12,000 

1,93,000 

4,46,600 

82,2C0 

2,200 


7,36,000 


7,36,000 

Problem 7. A, B and C are partners in a firm sharing profi'.s and 
losses as 3:2 : 1. They decide to dissolve the firm and appoint B to 
realise the assets and pay liabilities. B is to receive 5% of the amounts 
coming to A and C as his remuneration and is to bear all expenses of 
realisation. 

The following is the Balance sheet prepared by the firm as on the 
date of dissolution: 

Liabilities Amount 

Assets 

Details 

Amount 

Rs. 

... Creditors 12,000 

A’s capital 40,000 

! ’s capital 30,000 

Cash 

Debtors 

Less: Provision 

Rs. 

42,000 
2, COO 

Rs. 

4,000 

40, COO 


Stock-in-trade 
Other Assets 
C’s capital 


18,000 

17,000 

3,000 

82,000 



82,000 

B realises as follows: 

Debtors 

Stock 

Goodwill 

Other Assets 

Rs. 

34.000 

14.000 

1,500 

7,900 



It was found that the creditors amounting to Rs. 1,000 were omitted 
from Balance sheet. The creditors are paid less 5%. 
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Dr, 

Particulars 


PARTNER’S CAPITAL ACCOUNTS 

Cr. 



Amounts 

ir 



^ - Particulars 

Rs. ' 


A mounts 

“~/f ll ' C 

Rs 7 RsT Rs? 


To Balance b/cl — 

To Realisation 
A/c (Sale proceeds 
of assets) > *-* 

To Realisation 
A/c (Loss) 9,900 
To Rank A/e 
(Balance paid) 30,100 


57,400 

6,600 


3,000 


3,300 


By Balance 

b Id 40,000 30,000 — 

lly Realisa- 
tion A/e (paid 

to creditors) — 12,350 — 

By Realisa- 
tion A/c 
(Remu- 
neration) — 1,850 — 

By Bank A/c 
(Balance 

received) — 19.800 6,300 


40,000 64,(00 6,300 40,000 64,000 6,300 

Dr, 

BANK ACCOUNT 

Cr, 

Particulars 

Amount Particulars 

Amount 

To Cash 

To B’s capital A/e 

To C’s capital A/c 

Rs. 

4,000 By A’s capital A/c 

19,800 

6,300 

Rs? 

30,100 


30,100 

30,100 


Problem 8, lliten and Nayau entered into partnership from 1st 
January 1974. They commenced business with a capital of Rs. 60,000 
and Rs. 40,p00. Profits and losses were shared in the ratio of 3 : 2. 


The business was carried on for 3 years, for which the results were 
as under : 


Year ending 31st December 1974 Profit Rs. 60,000. 

Year ending 31st December 1975 Profit Rs. 44,400. 

Year ending 31st December 1976 Loss Rs, 10,760. 

As the business was no longer profitable, they agreed to dsssolve 
the partnership on 31st December 1976, 

The partners drew Rs. 8,000 each per annum. 

On the date of dissolution, creditors were Rs. 32,800. 

. ’ 1 '. hc ° r thc partnership realised Rs. 1,50,000, the expenses 

being Rs. 1,100. 


PARTNERSHIP-DISSOLUTION 


S' i SO 


The expenses of realisation amount to Rs. 1,200. 

^ ou arc asked to prepare the necessary accounts to close the books 
of the firm. 


(/./ B. Part /, August 1978) 

Workings: 

Calculation of B’s Commission: 

B is to receive 5% of the amounts coming to A and C as his 
remuneration and is to bear all expenses of realisation. 

Amount coming to A * =Rs. 40,000 

Less: Amount to be paid by C =Rs. 3,000 

Total amount coming to A and C — Rs. 37,000 


B will get Rs 1 850 (5% of Rs. 37,000) as his commission. 

B will bear Rs. 1,200, the expenses of realisation, and as such 
Rs. 1.850 will b: charged to the debit of realisation account and 
Rs. 1,200 will not be considered at all for the said purpose. 

Solution: 


Dr. 


REALISATION ACCOUNT 


CK 


Particulars; 


To Sundry Assets: 
Debiors 
Stock-in-trade 
Other Assets 

To B’s capiul A c 
Creditors 
Add already 

omitted 


Less. 5% less paid 

To B’s capital A/c 
(Remuneration, i < 
i% of Rs. 37.COO 
coming to 
A and C) 


Details Amount 
Rs. Rs. 

4 ’,000 

1 8,000 

17.000 77,000 

12.000 

1,000 

13,000 

650 12,350 


1.S50 


Particulars 


Dy Sundry 
Liabilities: 
Creditors 
Provision for 
doubtful debts 

By B’s capital A/c, 
Debtor 

Stock-in trade 
Goodwill 
Other Assets 

Loss on realisa 
lion transferred 
to capital 
accounts ot. 

A 1 1 Mb share) 
BO 6th share) 

C <1 Mli shire) 


Details Amount 


Rs. Rs. 


12,000 

2,000 14,000 


34.000 

14.000 
1 500 

7,900 57,400 


9 900 
6,600 

3,300 F-X 
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Problem 9. A, B and C are partners sharing Profits and * 

1/2, I/3rd and I /6th. On 31st December 1978, the following wai 
Balance Sheet of the Firm on which date, it Was decided to dissolve 
the partnership : 

BALANCE SHEET 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

2,500 

Cash at Bank 

2,OCO 

Capital Accounts — 


Sundry Assets 

15,000 

A 12,000 


C’s Capital A/c 

3,500 

B. 6,00b 

38,000 


20,500 


20,500 


A tookover the business, paying R$. 12,000 for "Sundry Assets'*. 
The goodwill of the Firm was valued at Rs. 6,000. Prepare : 

(1) Realisation Account. 

(2) Partners’ Capital Accounts, and 

(3) Cash A/c to show the final adjustments amongst the partners: 

(а) Where C is solvent and satisfies his indebtness, and 

(б) Where C is insolvent and is unable to bring in anything*' 
against his deficiency. The decision in Garner v/s Murray need 

, Not be applied. 

t (/ LB. Part I, October 1950) 

(I) REALISAT.ON ACCOUNT 


Particulars 

Amount 

Particulars 

Amount 

To Sundry Assets 

Rs. 

15,000 

By Crcd iters 

Rs. 

2,500 


2.5C0 

By A (.Sundry Assets) 

12,000 

To Profit on Realisation 


By A (Goodwill) 

6,000 

transferred to 

Capital accruals of 

A 0/2 State) 1,500 

B (1/3 Share) 1,000 

C (1/6 Share) 500 

3,000 

20,500 


20,SGG 






Note: A has taken over the business, therefore it is assumed: 

(i) That be has paid for the goodwill of the Firm at its agreed 
value, and 

(it) That he has aslo taken over the liability for making — •- 
the creditors. 

P.S.B.K. 7-8V-36 
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(a) Where C is solvent and satisfies his indebtedness: 

(2) PARTNERS’ CAPITAL ACCOUNTS 


tor. 



Cr. 

Particulars A 

B C 

Particulars 

ABC 

Rs. 

Rs. Rs. 


Rs. Rs. Rs. 

To Balance b/a 

To Realisation A/c 
Sundry Assets 12.QCG 
Goodwill 6,000 

To Cash A/c — 

(Balancing figure) 

3,500 

7,000 — 

By Balance b/d 
By Realisation 
A/c (Profit) 

By Realisation 
A/c Creditors 
By Cash A/c 
(Balancing 
figure) 

12,000 6,000 

1. 500 1,000 500 

2.500 — — 

2,000 — 3,000 

18,000 7,000 3,500 


18,000 7,000 3,500 

s=s s=s es 

: = =SS3 SS3 = 


~ = = 3 ' = — =*•= = 

(3) CASH AND BANK ACCOUNT 

Dr. 



Cr. 

Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Balance b/d 

To A’s capital A/c 

To C’s capital'A/c 

2,000 

2,000 

3,000 

By B’s capital A/c 7,000 


7,000 


7,000 


= «= = 


= ==== 
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'(b) Where C is Insolvent and is no able to brin- in anythin- 
against his deficiency. 3 ° 

(2) PARTNERS’ CAPITAL ACCOUNTS 


Particulars A 

B 

c 

Particulars A 

3 

C 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


To Balance b/d — 

— 

3,300 




To Realisation 



b/d 12,000 

6,000 


A/c 



By Rcalisa- 



Suadry 



Cion A/c I.5C0 

1,000 

500 

Assets 12,000 

— 

— 




Goodwill 6,000 

— 

— . 

By Realtsa- 



To C (his 



lion A/c 2,500 




deficiency) 2,000 

1,000 

— 

(Creditors) 



To Cash A/c — 

6,000 


By A (C’s 



( Balancing 



deficiency) — 

— 

2,000 

figure) 



By B (C's 






deficiency) — 

— 

1,000 




By Cash 






A/c 4,000 

— 






(Balancing 






figure) 



20.0C0 

7,000 

3,500 

20,000 

7,000 

3,500 

=»«*= » 

*»«*=* “'=»= 

s=a««=3 aa»s=s : 

=****» 

(3) CASH AND BANK. ACCOUNT 


- 

Dr. 





Cr . 

Particulars 

Amount Particulars 

Amount 


Rs. 




Rs. 

To Balance b/d 

2,000 

By B’s capital A/c 


6,000 

fo A’s capital A/c 

4,000 






6,CC0 




6,000 








Explanation: 

When a partner is unable to pay his debts due to the firm, be Is 
aid to be Insolvent, and the Solvent partners have to bear the lots due 
o the insolvency of the other partner,:, id iheir capital ratio, this bring a 
uipua\ loss , , 

Jf the Partners are maintaining fhed capitals, this toss in distributed 
n that ratio. If. however, capitals aie fluctuating, their capital ratio will 
>e detetmined after adjusting all the reserves 3nd accumulated profits to 
he dale of dissolution, but before adjusting proji or loss on Realisation 
Vccount In case any partner is havitg a debit bahmee m htscap.tal 
iccount and is not insolvent, he cannot be called upon to bear loss oa 
.ccoaat of insolvency of other partner, 's. 
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Note: In the given problem, loss on account of Cs insolvency 
amounting to Rs. 3,C00 is borne by A and B in their capital ratio oi 
12,CGG : 6,000 i.e . 2 : 1 respectively. 

Problem 10. A, B and C were in partnership, sharing profits and , 
losses in the proportions of 3 : 4 : 5. 

The partnership was dissolved on 31st December 1974, when the 
position of accounts was as under: 

BALANCE SHEET 



as on 31st December, 

1974 


Liabilities 

Details 

Amount 

Assets 

Amount 

Sundry creditors 

Rs. 

Rs. 

10,000 

Sundry Assets 

Rs. 

3 8,0 CO 

Partners’ loans A/c 
A’s 

B’s 

6,000 

4,000 

10, COO 



Partner’s capitals: 
A’s 

B’s 

C’s 

10,000 

6,000 

2,000 

18,000 

38,000 


38,CGQ 


The assets were realised in the following instalments: 

First instalment Rs. 5,000; Second instalment Rs. 10,000: Third 
instalment Rs. 5,000; Fourth instalment Rs. 1.000; Fifth instalment 
' Rs. 4,400; Sixth instalment Rs. 800: Seventh instalment Rs. 7.000: and 
■^Eighth and final instalment Rs. 2,400. 

It was decided to distribute the instalments as and when received. 

Prepare a scheme for equitable distribution amonast the partners, 
taking into consideration the profit sharing ratios. 

(/./ B. Part I, May 1975) 

Workings: 


mi S ^ eme for equitable distribution of the various instalments 

will be based on the following observations: 

. (^) The partners A, B and C are sharing profits and losses in the 

2?* nnnV a Wl’ onnn they are . h ? vin S ca P ital balances of Rs. 10,000, 
Rs. 6,000 and Rs. 2,000 respectively. As the distribution amonast the 

rJ* StJi 6 ma 1f f akin 8 into consideration the profit sharing 
ratios, C s capital may be taken as the basis. On this basis A’s capital 

2.000x12x3 


should be Rs. 1,200 (r$. 


5x12 


) and that of B Rs.. 1,600 
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( n 2.000 x 12x4N .. 

V K 3x12 y Hence tbe c3 P* tal of A is in excess of his 


proportionate capital by Rs. 8,800 (Rs. 10.000— Rs. 1,200) and that of Q 
^ (^ s -.^00-Rs. 1,600). These excess amounts of Rs. 8.800 

and Rs. 4,400 will be paid to A and B respectively, before any payment 
is made to C. 


• r •» ^ between A and B, they share profits and losses in the ratio 
ot 3 : 4, while they are having excess balances of Rs 8,300 and Rs. 4,400 
respectively. Taking the excess amount of B as basis, the proportionate 

excess amount of A should be Rs. 3,300 (rs. )• Hence, A 

must get back Rs. 5,500 (Rs. 8,300-Rs. 3,300), before any amaunt is' 
paid to B, so that the respective excess amounts of A and B should be in 
the ratio of 3 : 4, i.e. Rs. 3,300 and Rs. 4,000 respectively. 

Keeping the above considerations in mind, the scheme of distribu- 
tion will be drawn as under: 

I. The proceeds up to an amount of Rs. 10,000 will be paid to 
creditors. 

II. The proceeds above Rs. 10,000 up to Rs. 20,000 (Rs. 10,000 
+Rs. 10,000) will be used to repay the partner’s loans in the 
ratio of 3 : 2. 

III. The proceeds above Rs. 20.000 up to Rs. 25,500 
(Rs. 20,C00+Rs. 5,500) will be paid to A [working (b) above]. 

IV. The proceeds above Rs. 25,500 up to Rs. 33,200 (Rs. 25,500 

+Rs. 3,300+Rs. 4,400) will be paid to A and B in tbe ratio 
of 3 : 4 [working [b) above ] 

V. The proceeds above Rs. 33,200 will be paid to A, B and C in 
tbe ratio of 3 : 4 : 5, [working (a) above J. 

STATEMENT SHOWING DISBURSEMENT OF INSTALMENTS 
(SALE PROCEEDS OF ASSETS) 


Instalment 

No. 

Amount 

received 

Cumulative 

Amount 

paid to 

Amount 

paid 

Cumulative 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

First 

5,000 

5,000 

Creditors 

5.000 

5.000 

Second 

I0.0C0 

15,000 

Creditors 

5.C00 

10,000 




A’s loan 

3,000 

13,000 




B’s loan 

2.000 

15,000 

Third 

5,000 

20,000 

A's loan 

3,000 

13,000 




B’s loan 

2,000 

20,000 

Fourth 

1.C00 

21,000 

A’s capital 

1,000 

21.0C0 

Fifth 

4.4C0 

25,400 

A’s capital 

4,4C0 

25,400 



tGO 


soo 


26,200 


T,000 

2,400 


33,20° 

35,600 


20° 

^ s caP lla 300 
tfs ca# al 400 

3’s cap’d a 3 ? 000 

A’s cap'^ aV 4 ^ 00 

3’s caP aal 600 

A’s cap'^ al 300 

B’s capV .\ a , 1,000 

r’s capd a — — 
c ^600 


25,50° 

25,?°° 

26,200 

29,20° 

33,200 

33,300 

34,600 

35,60° 




— iT^of.aOl v/hicB J a \ . 5 , »e- 1 paid ^ Q0+ 


300+S 


000'V^ S 


(Rs. 


,000V 






-SA^ 


t:o 


CO^A 




entries 


ate 


pas' 


sed 


v/bea 


a P' 


atwei- 


1S 


sold 


to 


'<» bl ‘?sott w ’ > „«ss o? * e ff a d»pw d to “ ina \ « ttie 
n- ern 1 , ( t Vi>; bus®® dote t0 •p 0 tt°’'’ , ' 0 “ 1 

Te4to*= 6iro =ou^«i2E2S^r^ %wi„ 
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P. RTNER SHIP-SALE TO A COMPANY 

(6) If the purchasing company has 
agreed to bear, these expenses. 

5. The assets not taken over by the 
company are realised separately. 
The difference between the book 
value of the asset and the amount 
realised is transferred to realisation 
account: 

(а) If there is a loss on sale of such 
an asset. 

(б) If there is a profit on sale of such 
an asset. 

6. The assets which are not taken over 
by the company but arc taken by any 
of the partners at an agreed value: 

(a) If the agreed value is less than 
the book value of the assets. 

(b) If the agreed value is more than 
the book value of the asset. 

7. The liabilities not taken over by the 
company arc paid off separately: 

(a) If the amount paid is less than 
its book value. 

(b) If the amount paid is more than 
its book value. 

8. The liabilities which are not taken 
over by the purchasing company, but 
are taken by any partner at an agreed 
value: 

(a) If the agreed value is less than 
its book value. 

(b) If the agreed value is more than 
its book value. 

9. The balance of realisation account 
will represent profit or loss on 
realisation which would be transfer- 
red to the capital accounts of the 
partners in the profit sharing 
proportions: 

(a) If there is a Joss on realisation. 

(b) If there is a profit on realisation. 


Purchasing 

company 


Cash 

Realisation 

Cash 


Partner’s 

capital 

Realisation 

Partner’s 

capital 


Liability 

Liability 

Realisation 


Liability 


Liability 

Realisation 


Partners 

capitals 

Realisation 
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. Bank 


Asset 

Asset 

Realisation 


Asset 


Asset 

Realisation 


Cash 

Realisation 

Cash 


Partner’s 

capital 

Realisation 

Partner’s 

capital 


Realisation 

partner's 

capr**'* 
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PARTNERSHIP— AMALGAMATION 


10, When the purchase price is received 
from the purchasing company in the 
form of cash, shares and debentures. 

11. The assets by way of cash, bank 
balance, shares, debentures of the 
purchasing company will now be 
distributed amongst the partners in 
proportions to their respective capi- 
tais, standing after the loss or profit 
on realisation (and other reserves and 
profits) have been transferred 


Cash/Bank/ 
Shares / 
Debentures 

Partner’s 

capitals 


Purchasing 

company 

Cash/Bank/ 

Shares/ 

Debentures 


Note: Cure should be taken to distribute the shares/debentures in 
whole numbers only. Fraction of a share or debenture cannot be issued, 
so the nearest whole number of shares or debentures should be given to 
a partner. 


G 


PARTNERS!! 1 P -AMALGAM A TION 


Problem 1. What is Amalgamation and why is it needed ? What 
is the accounting procedure. 

Solution. When two or more separate business units agree to 
merge together to do business jointly, it is called ‘Amalgamation’. 

Usually, the firms carrying on similar businceses amalgamate their 
concerns with a view to avoid competition, reduce unnecessary expendi- 
ture on advertisement, to make economy in the cost of management, to 
gain monopoly in the market, to combine the persons of various skills 
in the two firms, or to have more capital. 

As a result of amalgamation, the old firms go out of existence and 
a new firm emerges. For this purpose, the merged units generally 
revalue their assets and liabilities, raise goodwill, their partners share 
V, the accumulated profits and reserves, take certain assets or liabilities, and 
so oil. Therefore, they pass adjusting and closing entries. After this the 
new firm passes opening entries in its books. 

ACCOUNTING PROCEDURE IN THE BOOKS OF OLD FIRMS 

Sf' Steps to be followed Account Account 

J to be Debited to be Credited 

1. Each firm will revalue its assets and 

liabilities : 

(«) i 7 or increase in the value of assets. Assets 

(b) For decrease in the value of assets. Revaluation 

(c) For increase in the value of liabi- Revaluation 
lilies, 

(d) bur decrease in the value of liabi- Liabilities 
lities. 


Revaluation 

Assets 

Liabilities 


Revaluation 
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(e) For sharing profit on revaluation. 

Revaluation 

Partner’s 


(/) For sharing loss on revaluation. 


capitals 


Partner’s 

Revaluation 



capitals 


2. 

Assets and liabilities not taken over by 
new firm will be shared by partners : 
(a) for stating assets. 

Partner’s 

Assets 



capitals 



(jb) for sharing liabilities. 

Liabilities 

Partner’s 




capitals 

3 . 

Accumulated profits, reserves will be 

Reserves 

Partner’s 


shared by partners in their profit 
sharing ratio. 


capitals 

4. 

Assets not taken over by the new firm 
or by the partners will be realised at 
their revalued price. 

Cash/ Bank 

Assets 

5. 

Liabilities not taken over will be paid 

Liabilities 

Cash/Bank 

6. 

Assets taken over by the new firm at 
their agreed value. 

New firm 

Assets 

7. 

Liabilities taken over by the new firm 
at their agreed value. 

Liabilities 

New firm 

8. 

Partners capital accounts balance is 

Partners’ 

New firm 


transferred to the new firm's account. 

capitals 



ACCOUNTING ENTRIES IN THE BOOKS OF NEW FIRM 

sT 

Steps to be followed 

Account to 

Account to 

no. 


be Debited 

be Credited 

1 . 

Separate opening entries are passed 

All assets 

All 


for the assets and liabilities taken 
over from the individual firms at the 
agreed values. 


liabilities 

2. 

If capital accounts are to be adjusted 


Partners’ 


in the light of capital required : 


capital 


(o) for the amount brought in by 

Cash/Bank 

Partner’s 


the partners. 


capitals 


(b) for the amount withdrawn by 

Partner’s 

Cash! Bank 


the partners. 

capitals 



A balance sheet will then be prepared in the books of the new 
firra amalgamating all the assets and liabilities of the firms taken o%cr. 
This will indicate the opening position of the new firm. 


Problem 2. M/s. A & Co , having A and B as equal partners, 
decided to amalgamate with C & Co., having C and D as equal partners, 
on the following terms and conditions : 
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(1) The new firm to take over Investments at 10% depreciation,, 
land at Rs. 80,000 ; premises at Rs. 45,000 ; machinery at 
Rs. 9,000 and to take over, only the trade liabilities of both the- 
firms. The debtors being taken over at book value including 
reserve, 

(2) The new firm to pay Rs. 12,000 to each firm for Goodwill. 

(3) Typewriters at the written off value of Rs, 800, belonging to 
C & Co., and not appearing in the balance sheet was also not 
taken over by the new firm. 

(4) It was also agreed that the furniture belonging to both the 
firms be not taken over by the new firm. 

(5) All the four partners in the new firm to bring in Rs, 1,60,000 
as capital in equal shares. 

The following were the balance sheets of both the firms on the date 
of amalgamation : 

BALANCE SHEETS 


Liabilities 

Amounts 


Amounts 

A & Co. 

C & Co. 

A & Co. 

C & Co. 


Rs. 

Rs. 


Rs. 

Rs. 

Sundry 



Cash at bank 

15,000 

8,000 

creditors 

20,000 

10,000 

Investments 

10,000 

8,OCO 

Bills payable 

5,000 


Debtors 10,000 



Bank overdraft 

2,000 

10,000 

Less : 



A’s Loan 

6,000 


Reserve 1,000 

. 9,000 

8,000 

Capitals : 







A 

35,000 


Furniture 

12,000 

6,000 

B 

22,000 


Premises 

30,000 


C 


36,000 

Land 


: 0,000 

D 


20,000 

Machinery 

15,000 


General reserve 8,000 

3,000 

Goodwill 

9,000 


Investment 






fluctuation 






fund 

2,000 

1,000 





1,00,000 

80,000 

1,00,000 

80,000 




era : 

==== = 

= = = 


Pass journal entries in the books of both 

balance sheet of the new firm. 


the firms and prepare a 


(1.1. B. Part I, November 1973 ) 
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Solution: 


JOURNAL ENTRIES IN THE BOOKS OF A & Co. 


SI, 


Particulars 


L.F. 


(I) Revaluation A/c Dr. 

To Investments 
To Machinery 

(Being depredation in the value of 
investments and machinery) 


Debit 

Amount 

“~SZ 

7,000 


Credit 

Amount 


Rs. 


i,cco 

<5, COO 


(2) Premises Dr. 

Goodwill Dr. 

To Revaluation A/c 
(Being appreciation in the value of 
premises and goodwill) 


15,000 

3,000 

18,000 


(3) Revaluation A/c Dr. 

To A’s capital A/c 
To B’s capital A/c 

(Being profit on revaluation transferred 
to partner’s capitals in their equal 
profit sharing ratio) 


11,000 


5.500 

5.500 


(4) General reserve A/c Dr. 

To A’s capital A/c 
To B’s capital A/c 

(Being reserve transfetted to partners 
capitals in their equal profit sharing 
ratio) 


(5) Investment fluctuation fund a/c Dr. 

To A’s capital A/c 
To B’s capital A/c 

(Being balance in the investment 

fluctuation fund account transferred to 

partner’s capitals) 

(6) A’s capital A/c Dr. 

B’s capital A/c Dr. 

To Furniture A'c 

(Being furniture not taken over by the 
new firm transferred to partners* 
capitals) 


8,000 

4.GT0 

4,000 


2.0C0 

l.CCO 

1,000 


6.000 

6,000 

1 2, COO 
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(7) A’s loan A/c Dr. 

To Bank A/c 

* (Being A’s loan refunded) 

(8) Bank overdraft A/c Dr. 

To Bank A/c 

(Being balance in bank overdraft 
transferred to cash at bank accounts) 


(9) New firm’s A/c Dr. 

To Bank A/c 
To Investments A/c 
To Premises A/c 
To Machinery A/c 
To Debtors A/c 
To Goodwill A/c 

(Being the value of assets taken over 
by the new firm) 


6,000 

6,000 


2,000 

2,000 


92,000 

7.000 

9.000 

45.000 
9,000 

10.000 
12,000 


( 10 ) 


Creditors A/c 

Dr. 

20,000 

Bills payable A/c 

Dr. 

5,000 

Reserve for doubtful debts A/c 

Dr. 

1,000 

To New firm’s A/c 



(Being the value of liabilities 
over by the new firm) 

taken 


A’s capital A/c 

Dr. 

39,500 

B’s capital A/c 

Dr. 

26,500 


To New firm’s A/c 

(Being the capital accounts transferred 
to new firm’s account) 


26,000 


66,000 


JOURNAL ENTRIES IN THE BOOKS OF C & Co. 


SI. 


Particulars 


L.F . Debit Credit 
Amount Amount 


(1) Revaluation A/c Dr. 

To Investments A/c 

(Being the depreciation in the value of 
investments) 


Rs. 

8C0 


Rs. 

800 
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Land A/c 

Dr. 

30,000 

Typewriter A/c 

Dr. 

800 

Goodwill A/c 

Dr. 

12,000 


To Revaluation a/c 

(Being appreciation in the value of 
land, and typewriter belonging to the 
firm and value of goodwill recorded) 


(3) Revaluation A/c Dr. . 42,000 

To C’s capital A/c 
To D’s capita! A/c 

(Being profit on revaluation trans- 
ferred to partners’ capitals in their 
equal profit sharing ratio) 

(4) General reserve A/c Dr. 3,000 

To C’s capita] A/c 
To D’s capital A/c 

' (Being reserve transferred! to partners 
capitals in their profit ^sharing 
ratio) 


(5) Investment fluctuation fund A/c Dr. 1,000 

To C’s capital A/c 
To D’s capital A/c 
(Being balance in this fund account 
transferred to partners’ capitals) 


(6) C’s capital A/c Dr. 3,000 

D’s capital A/c 3,000 

To Furniture A/c 

(Being the asset not taken over by 
the new firm transferred to partners’ 
capitals) 


C) C*s capital A/c Dr. 400 

D’s capital A/c Dr. 400 

To Typewriter A/c 

(Being the asset of the firm not taken 
by the new firm transferred to 
partner’s capitals) 


42,800 


21,000 

21,000 


1,500 

1,500 


5C0 

500 


6,000 


800 
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(8) Bank overdraft A/c Dr. 

To Bank A/c 

(Being overdraft in the bank transfer- 
red to cash at bank account) 


(9) Bank A/c Dr. 

To C’s capital A/c 
To D’s capital A/c 

(Being bank overdraft balance not 

taken over transferred to partners’ 

capitals) 

(10) Mew firm’s A/c Dr. 

To Investments A/c 
To Debtors 
To Land 
To Goodwill 

(Being the value of assets taken over 
by the new firm) 


(11) Creditors A/c Dr. 

To New firm’s A/c 

(Being the value of liabilities taken 
over by the new firm) 


(12) C’s capital A/c Dr. 

D’s capital A/c Dr. 

To New firm’s A/c 

(Being the capital accounts transferred 
to the new firm) 

la the Book of New Firm 

BALANCE SHEET 


10,000 

10,G00 


2,000 

1,000 

1,000 


1,07,200 

7,200 

8,000 

80,000 

12,000 


10,000 

10,000 


56.600 

40.600 

97,200 


■ ■.Liabilities 

Details 

Amount 

Assets 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

reditors 


30,000 

Cash at bank 


3,800 

Bills payable 


5,000 

Investments 


16,200 

Capitals: 



Premises 


45,000 

A 

40,000 


Machinery 


9,000 

B 

40,000 


Debtors 

18,000 


C 

40,000 


Less: Reserve 



D 

40,000 

1,60,000 

for doubtful 




■ 1 


debts 

1,000 

17,000 




Goodwill 


24,000 




Land ' 


80,000 



1,95,000 



1,95,000 
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Workings: 

In the Book of A & Co. 

(I) REVALUATION ACCOUNT 

Dr. 


Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Investments 
(10% depreciation 
on Rs. 10,000) 

To Machinery 
(Rs. 15,000— Rs. 9.000) 
To Profit on revaluation 
transferred to: 

A’s capital A/c 
(i share) 5,500 

B’s capital A/c 
(1 share) 5,500 

1,000 

6,000 

By Premises 
(Rs. 45,000-30,000) 

By Goodwill 
(Rs. 12,000—9,000) 

15,000 

3,000 






18,000 


18,000 





(2) 

BANK. ACCOUNT 


Dr. 



Cr. 

To Balance b/d 
(Cash at bank) 

15,000 

By Balance b/d 
(Bank o\crdraft) 

By A’s loan 
(paid) 

By New firm’s A/c 
(Balance transferred) 

2,000 

6,000 

7,000 


15,000 


15,000 


•== = 
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PARTNERS’ CAPITAL ACCOUNTS 


Amounts ' ■ Amounts 

— Particulars 


To Furniture 
To New firm’s A/c 
(Balance trans- 
ferred) 


Rs. Rs. - Rs. . Rs. 

6,000 6,000 By Balance b/d 35,000 22,000 

By Revaluation 
A/c (Profit) 5,500 5,500 

39,500 26,500 By General , , 

reserve 4,000 4,000 

By Investment 
fluctuation 

fund 1,000 1,000 


45,500 32,500 


NEW FIRM’S ACCOUNT 


45,000 32,500 


Cr. 


Particulars 

Amount 

Particulars 

Amount 


Rs. 


Rs. 

To Bank A/c 

7,000 

By Creditors 

2u, 000 

To Investments 

9,000 

. .By Bills payable 

5,000 

To Prem'ses 

45,000 

By Reserve for doubtful 

To Machinery 

9,QC0 

debts 

1,000 

To Debtors 

10,000 

By.A’s capital A/c 

39,500 

To Goodwill 

12,000 

By B’s capital A/c 

26,500 


92,000 


92,000 




zrrtz tcraz zzzz 


In. the Books of C & Co, 

(5) REVALUATION ACCOUNT 


To Investments 
(10% depreciation on 
Rs. 8,000) 

To Profit on revaluation 
transferred to: 

C’s capital A/c 
(§ share) 21,000 

D’s capital A/c 
(i share) , 21,000 


42,000 

42,800 


By Land 

(Rs. 80,000-50,000) 
By Typewriter 
By Goodwill A/c 


30.000 
800 

12.000 


42,800 
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(6) ' BANK ACCOUNT 


Particulars 

Amount 

Particulars 


Amount 

To Balance b/d 

Rs. 



Rs. 

(Cash at bank) 

To C’s capital A/c 

8,000 

(Bank overdraft) 

10,000 

($ share) 

1,000 




To D’s capital A/c 





(J share) 

1,000 2,000 





10,000 



10,000 


=*— *=* 



“■*** 

(7) PARTNER'S CAPITAL ACCOUNTS 



Dr. 




Cr. 

Particulars 

Amounts 


Amounts 

C D 


C 

D 


Rs. Rs. 


Rs. 

Rs. 

To Furniture 

3,000 3,000 

By Balance 6/d 

36,000 

20,000 

To Typewriter 

400 400 

By Revaluation 



To New firm 


A/c (Profit) 

21,000 

21,000 

(Balance transferred) 56,600 40,600 

By General 





reserve 

1.500 

1,500 



By Investments 





fluctuation 





fund A/c 

500 

500 



By Bank A/c 

1,000 

1,000 


60,000 44.0C0 


60.0C0 

44,000 





•**—** 

(8) 

NEW FIRM’S ACCOUNT 



Cr. 




Dr. 

Particulars 

Amount 

Particulars 

Amount 


Rs> 



Rs. 


7,200 

By Creditors 


10,000 


8,000 

By C’s capital A/c 


56,600 

To Land 

80,000 

By D’s capital A/c 


40,600 

To Goodwill 

12,000 






1 ,07,200 2’ 07 ‘ 20 ° 


P3.Q.K.6S3-37 
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(9) la the Books of the New Firm: 

JOURNAL ENTRIES 


•57. Particulars 


L.F. Debit 
Amount 

Credit 

Amount 



Rs. 

Rs. 

1(3) Bank h[c 

Dr. 

7,000 


Investments A/c 

Dr. 

9,000 


Premises A/c 

Dr. 

45,000 


Machinery A/c 

Dr. 

' 9,000 


Debtors A/c 

Dr. 

10, GOO 


Goodwill A/c 

Dr. 

12,000 


To Creditors A/c 



20,000 

To Bills payable A/c 



5,000 

To Reserve for doubtful debts A/c 


1,000 

To A’s capital A/c 



39,500 

To B’s capital A/c 



26,500 

(Being assets and liabilities taken over 



from A & Co.) 





( 2 ) 


(3) 


Investments A/c 

Dr. 

7,200 

Debtors A/c , 

Dr. 

8,000 

Land A/c 

Dr. 

80,000 

Goodwill A/c 

Dr. 

12,000 

To Creditors A/c 



To C’s capital A/c 

To D’s capital A/c 

(Being assets and liabilities 

taken over 


from C & Co.) 

Bank A/c 

Dr. 

14,000 


To A’s capital A/c 
To B’s capital A/c 

(Being the amount of capital brought 
in by A and B, to make up the same at 
Rs. 40,000 each, ie. 1/ 4th of Rs. 
1,60,000, the total capital of the firm) 


10,000 

56.600 

40.600 


500 

13,500 


(4) C’s capital A/c Dr. 

D’s capita! A/c Dr. 

To Bank A/c 

(Being the excess amount over 
Rs. 40,000 in the capital accounts of C 
and D paid to them) 


16,600 

600 


17,200 
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Na>ne of the Account 


_ Journal Entry N umhor 

2 r— - 


Total 


Bank A/c 
Investments A/c 
Premises A/c 
Machinery A/c 
Debtors A/c 
Goodwill A/c 
Creditors A/c 
Bills payable A/c 
Res. A/c for D.D 
A’s capital A/c ' 
B*s capital A/c 
Land A/c 
C’s capital A/c 
D’s capital A/c 


Rs. R S , 

Dr. 7,000 Dr, 

Dr. 9,000 Dr. 7,200 
Dr. 45, COO 
Dr. 9,000 

Dr. 10,000 Dr. 8,000 
Dr. 12,000 Dr. 12,000 
Cr. 20,000 Cr. 10,000 
Cr. 5,000 
Cr. 1,000 

Cr. 39,500 Cr. 

, Cr. 26,500 Cr. 

Dr. 80.0C0 
Cr. 56.6G0 
Cr. 40.600 


Its - Rs. R S . 
14,000 Cr. 17,200 Dr. 3,860 
Dr. 16,200 


500 

13,500 


Dr. 45,000 
Dr, 9,000 
Dr. 18,000 
Dr. 24,000 
Cr. 30,000 
Cr. 5,000 
Cr. , 1,000 
Cr. 40,000 
Cr. 40,000 
Dr. 80,000 
Dr. 16,600 Cr. 40,000 
SCO Cr. 40.000 


Dr. 


Problem 3. The Balance Shietsrf Messrs A & B and m7 s s7 s c 
D as on 31st July 1979 were as follows: L 4“ 


BALANCE SHEETS 


A & B C & D Assets 


A&B C&D 


Rs. 


Rs. 


Capitals: 


A 

10.0C0 


B 

10.0UQ 


C 


15,000 

D 


15,000 

Creditors 

15,000 

10.000 

Outstanding 

expenses 

2,000 

3,000 


37,000 

43.COO 



Rs. 

Rs. 

Land &. Workshop 

10,000 

12,000 

Machinery & Tools 

7.C00 

8,000 

Furniture & Fixtures 

3,000 

3,500 

Sundry Debtors 

6,000 

8,500 

Stock 

8.0CQ 

10,000 

Cash & BaQk 

3,000 

1,000 


37,000 

43,000 


The two firms decided to amalgamate and form into ABCD & Co. 
with effect from 1st August, 1979. Farmers would state profit end lots" 
equally between themselves as they were doing prior to amaigamatio. * * 
they agreed to the following revaluation of assets and liabilities; 
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A & B 

C&D 


Rs. 

Rs. 

Land & workshop 

10,000 

10,000 

Machinery & tools 

7,000 

8,000 

Furniture & fixtures 

2,500 

2,500 

Sundry Debtors 

5,500 

7,000 

Stock 

8,000 

. S,000 

Outstanding expenses 

2,000 

3,500 


In addition to the above, it was decided: 

(/) That the goodwill of A & B and C & D were valued at Rs. 
10,0CQ and Rs. 5,000 respectively in the first instance but for the purposes 
of Balance Sheet of the new firm, the combined goodwill would be valued 
at Rs. 12,000 ; and 

(//) That the reconstructed capitals of partners should be Rs. 14,000 
each, partners introducing cash, if necessary. 

You are required to prepare: 

(i) The Revaluation accounts of Messrs A & B and Messrs C & D 
and their capital accounts prior to and after amalgamation; 

(//) Opening Balance Sheet of the New Firm assuming that all the 
arrangements have been duly carried out. 

(I.I.B. Part f, November 1979 ) 

Solution: 

In the Book of A & B 

Dr. REVALUTION ACCOUNT Cr. 


Particulars 

Amount 

Particulars 

Amount 

To Furnitures & fixtures 
(Rs. 3,000— 2,500) 

Rs. 

500 

By Goodwill 

Rs. 

10,000 

To Sundry Debtors 
(Rs. 6,000-5,500) 

500 



To Profit on Revalution 
transferred to: 




A’s Capital A/c 4,500 

B’s Capital A/c 4,500 

9,000 




10, COO 

*=» SSS =3 


10,000 
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Dr. • PARTNER’S CAPITAL ACCOUNTS Cr. 


Amounts 

Particulars 

Amounts 

A 

B 

A 

B 

Rs. 

To Balance c/d 14,500 

Rs. 

14,500 

By Balance b/d 

By Revaluation A/c 
(profit) 

Rs. 

10,000 

4,500 

Rs. 

10,000 

4,500 

14.5CO 

14,500 

14,500 

14,500 

Dr. A B CD & Co’s ACCOUNT 


Cr. 

Particulars 

Amount 

Particulars 


Amount 

To Goodwill A/c 

To Land & workshops 

To Machinery & tools 

To Furniture & fixtures 

To Sundry Debtors 

To Stock 

To Cash & Bank 

Rs. 
10,000 
10 , coo 

7.000 

2.500 

5.500 
8.0CO 

3.000 

By Creditors 

By Outstanding expenses 

By A’s Capital A/c 

By B’s Capital A/c 

Rs. 

15,000 

2,OCO 

14,500 

14,500 


46,000 



46,000 

la the Books of C & D 

Dr. REVALUATION ACCOUNT 


Cr. 

To Land & workshop 
(Rs. 12,000-10,000) 

To Furniture & fixture 
(Rs. 3,50J— 2,500) 

To Sundry Debtors 
(Rs. 8,500 — 7,000) 

To Stock 

(Rs. 10,000—8,000) 

To Outstanding expenses 
(Rs. 3,500 - 3,000) 

2,000 

1,000 

By Goodwill A/c 

By Loss on revaluation 
transferred to: 

C's capital 1,000 

D’s capital 1,000 


5.000 % 

2.000 

2, COO 

500 





7,000 



7.000 
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PARTNER’S CAPITAL ACCOUNTS , Cr. 


Amounts Amounts 


Particulars 

C 

D 

Particulars 

C 

D 

Rs. 

Rs. 


Rs. 

Rs. 

To Revaluation A/c 1,000 

1,000 

By Balance b/d 

15,000 

15,000 

(Loss) 





To Balance c/d 14,000 

14,000 




15,000 

15,000 


15,000 

15,000 

Dr. AB CD & Co’s ACCOUNT 


Cr. 

Particulars 

Amount 

Particulars 


Amount 


Rs. 



Rs. 

To Goodwill A/c 

5,000 

By Creditors 


10,000 

To Land & workshop 

10,000 

By Outstanding 

expenses 

3,500 

To Machinery & tools 

8,000 

By C’s Capital A/c 

14,000 

To Furniture & fixture 

2,500 

By D's Capital A/c 

14,000 

To Sundry Debtors 

7,000 




To Stock 

8,000 




To Cash & Bank 

1,000 





41,500 



41,500 

In the Boohs of ABGD & Co. 




JOURNAL ENTRIES 



SI. Particulars 


L.F. 

Debit 

Credit 




Amount 

Amount 




Rs. 

Rs. 

1. Goodwill A/c 

* 

Dr. 

10,000 


Land & workshop A/c 

Dr. 

io;ooo 


Machinery & tools A/c 

Dr. 

7,000 


Furniture & fixtures A/c 

Dr. 

2,500 


Sundry Debtors A/c 

Dr. 

5,500 


Stock A/c 


Dr. 

' 8,000 


Cash & Bank A/c 


Dr. 

3,000 




'Annoajn,, 

1 ° Crc ®ors a/ c . 

& 5 S -***— * 

Toa-r ,A/c 

(Be/J , Cap,,a M/c 

!£*<>*&$* UrtaiBb ,, t , n 


Goodwill A/c 

■ “Sttaa 

s, °<* a/c ' 

c ; ! ‘ 4 »-u/c 
T° Creditors A/c 

0 5 Capital a/c 


Dr. 

Dr. 


Dr. 

Dr. 


Dr. 

Dr. 


Dr. 


"-“PMA/c 

Lkbi, ‘‘‘'s tal'co 


Dr. 

Dr. 


A ' s Capital A/c 

"_ s Capita) A/c 
c s Cap,(a| A/c 
°’ s Capital A/c 
To Goodwill A/c 

«<«1o^Vo 8! oir£T 


Dr. 

D r . 


&C 


Dr. 


Cash & Bant A/ c 

To rsV 021 ”'' 31 A /c 
Tor 'r 1 ® 1 A/c 
ToD-s? 1 ’"" A /c 
°Ds Cap„a| A/c 

ii'^srSfStts 


S'I3£ 


15.000 

2.000 
12,500 
Hjoo 


5.000 
10,000 

8.000 
2.500 
7 ,000 
8.000 
1,000 


10.000 

2.500 

12,000 

12.000 


750 

750 

750 

750 


2.CCO 


2,000 


250 

250 

750 

750 
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BALANCE SHEET OF ABCD & CO. 
as on 1st August, 1979 


Liabilities 

Amount 

Assets 

Amount 

Capitals: 

Rs. 

* 

Land & Workshop 

Rs. 

20,000 

A 

14,000 

Machinery & Tools 

15,000 

B 

14,000 

Furniture & Fixture 

5,000 

C 

14,000 

Sundry Debtors 

12,500 

D 

14,000 

Stock 

16,000 

Creditors 

25,000 

Cash & Bank 

6,000 

Outstanding expenses 

5,000 

Goodwill 

12,000 


86,500 


86,500 
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(Company Accounts : Issue of shares an/^debTnlurTj'hT ’par) 
(premium ami discount— Forfeiture of shares and re-issue af) 
( forfeited shares— issue af Bonus shares— Simple cases of ) 
(Final Accounts (only elementary knowledge of Schedule VI ) 
(of the Company's Act, 1956 is expected)— Resenes a»d\ 
^ Rcservt Funds. y 

A 

COMPANY ACCOUNTS— ISSUE OF SHARES 


Problem I. Define Joint Stock Company and state its main 
features. 

Solution. A Joint Stock Company may be defined as an associa- 
tion of individuals formed for the purpose of profit, possessing a 
common capital contributed hy the members composing it, such capital 
being divided into shares of which each member possesses one or more 
and which arc transferable by the owner, the liability of each such 
member being limited to the face value of the shares be possesses. 

The main features of a company arc : 

(a) It is an artificial person having a sep irate legal entity. 

( b ) It has a continuous existence, i.e. perpetual or uninterrupted 
succession. 


(c) The liability of the members On most of the cases) is limited. 

(d) The management of the company is separated from its 
ownership. 

(e) A company possesses a common seal as a substitute for 
signatures. 

(/) A company can do only those acts or carry only those 
businesses which are specifically permitted for it. 

(g) It is a voluntary association of persons formed usually for 
profit. 

(h) The capital of the company is divided mio small proportions 
or parts, each one being called as share. 

(/) The shares of the companies 3te transferable m a public 
company, but a private company restricts the right to transfer 
iis stores. 

Problem 2. Explain ibe difference between a Partnership Firm 


and a Limned Company. 


illii Part }, May 197 J) 
(l Iff Part /. May 1972) 


Solution. The principal pent' ot distinction Dcwccn a Partnership 
Firm and a Limited Corapanr arc si'tn httsssnjet - 

I Menders. The number of member, in a Partnership Fifra i can 
tatl-c from tno to tsrenis in all businesses, creep! ba.nl.i3. 
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where the range of members is two to ten. The minimum, number m a 
public company is seven without any maximum limit. A private 
company must have at least two members but not more than fifty. 

2. Liability. In a partnership firm, all the partners are jointly 
and individually liable for the whole of the .debts and liabilities of the 
firm. They have unlimited liability. In a limited company, the liability 
of the members is usually limited to the amount represented by the face 
value of the shares held by them. 

3. Management. In a partnership firm, every partner is entitled 
to take part in the management of business. But in case of a limited 
company, the management is vested in the hands of a few of the 
shareholders elected as directors. 

4. Transfer. A partner has no right to transfer his share in the 
firm to any other person without the consent of the other partners. In 
a public limited company, there is no restriction on the transfer of 
shares. 

5 Profits. Profits are distributed in a partnership firm according 
to the terms of the Partnership Deed, or equally if there is no agreement. 
Plowever, in a limited company the distribution of profit to the share- 
holders in the form of dividend is decided by the clauses of the Articles 
of Association of the company or by the Board of Directors. 

6. Capital. The capital of a partnership firm can be increased or 
decreased by mutual agreement and is frequently affected by profits, or 
losses, drawings, etc. But the Authorised capital of a company is fixed 
by its Memorandum and can only be increased or decreased in accordance 
with the provisions of the Indian Companies Act, 1956. 

7. Legal Entity. A partnership firm does not have a separate 
legal entity but the entity of a limited company is different from that of 
its members, and can sue and be sued as company like any individual. 

8. Audit of Accounts. Audit is not compulsory unless stated 
in the Partnership Deed. But in the ca§e of a limited company audit 
from qualified chartered accountants is compulsory. 

9. Registration. A partnership may oi may not be registered, 
but in the case of a company its incorporation is a must. 

Problem 3. Explain briefly from a bank’s viewpoint “the under- 
writing of shares.” 

(I. I B. Part I, November 1973 ) 

Solution. ‘Underwriting means an agreement entered into before 
the shares and debentures are offered to the public that in the event of 
the public not taking up the number of shares or debentures mentioned 
in the agreement, the underwriters will take up the balance of shares not 
taken up by the public.. For. this service, the underwriters charge an 
agreed rate of commission which is usually calculated on the issue price 
ot shares and debentures. This rate of commission cannot exceed 5% 
o( issue price of shares and in case of debentures 2b% of the issue price 
of debentures or the amount or rate authorised by the Articles of 
Association of the company, whichever is less. 
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Problem 4. What is the procedure of 'RaMng Capital’ by' a 
company ? • 3 


Solution. For the purpose of raising capital, 
has to follow the undernoted procedure : 


, public company 


I. Issue of Prospectus. The Certificate of Incorporation having 
been obtained from the Registrar, the company requires money, 
with which to commence business In case of a public company, the 
invitation to the public to subscribe to its share capital is made by 
means of a 'Prospectus’. Prospectus is defined as ‘any notice, circular, 
advertisement or other invitation to the public for subscription or 
purchase of any shares or debentures of a company.’ Alongvvilh the 
details of profitability, soundness of the business and investment etc. 
to attract the investing public, the prospectus usually contains the 
details regarding the number of sharcs/dcbcntures offered by the company 
to the public, the amount to be payable along with the application for 
each share, the date when the shares will be allotted, and the method and 
time of payment of the various calls. 


2. Receipt of Applications for shares. Attached to the 
prospectus is an application form which is filled up by every applicant. 
A certain amount per share is ashed to be remitted alongwith the 
application for shares, and is called ‘Application Money’. This amount 
is deposited by the applicants invariably with the Bankers to the 
company. 

3. All >tmcot of shares. When the date fixed for receipt of 
applications for shares expires, the bank sends all applications to the 
company. The Board of Directors then proceed to allot shares to the 
applicants, who are called upon to pay a fur. her instalment towards 
the price of the shares, this is known as ‘Allotment Money*. 

4. Calls for shares. On receipt of allotment money, the 
company issues Share Certificates under its Common Seal. The balance 
due on the shares is called up from time to time by the Directors as and 
when required and these instalments arc known as ’Calls’. 

Problem 5. What do you understand by Over-subscription 7 What 
options are available to deal with money received on over-subscription. 


Solutioo. When the applications received are for more number of 
shares than the number of shares issued, it is called over-subscription. 
Under such a circumstance, allotment can be made ool> equal to the 
number of shares issued. In such a case, the directors have to refuse 
allotment to some applicants. For the abovesaid purpose, they may 
choose any of the following alternatives- 

(a) They may totally reject the applications for exce>s number of 
shares, or 

(£>) The allotment of shares may be nude to all on pro-rata basis. 

Each applicant receives the shares m the proportion of ‘Total 
shares issued to total shares applied for’, or 
(c) They may reject same applications, and allot to the remaining 
applicants on pro-rata basis, or 
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(d) They may totally reject some applications, accept some applica- 
tions in full and allot to the remaining applicants on pro-rata 
basis. 

When the pro-rata system of allotment is made, the application 
money received will be in excess of the number allotted This excess 
money received can be either, 

I. Refunded to the respective applicants, or 

II. Used for adjusting the amount due on the shares allotted. 

If the alternative (II) is followed, the excess money not refunded 
may be: 

(i) equal to allotment money due on the shares allotted, or 

(ii) less than allotment money due, oe 

(Hi) more than allotment money due. 

In case (i) the concerned allottees do not pay anything on 
allotment. In case (ii) the allot'iee is to pay only the balance on 
allotment of shares. In case (ift), the excess amount of application 
money is utilised, first in adjusting the allotment money in full, and 
the balance is adjusted towards call moneys which will be due in 
future. 

Problem 6. What entries are usually passed with regard to issue of 
shares ? 

Solution: 

ACCOUNTING TREATMENT ON ISSUE OF SHARES 


SI, Transactions Account Account 

Debited Credited 



On receipt of the application money Bank 

(a) On allotment of shares, for Share 

transferring share application application 
money to share capital 
account 


(b) For refunding the application 
money received on the 
rejected applications 

(c) For retaining the surplus 
money when allotment is 
made pro-rata: 

(i) in case the money is used 
towards allotment* 

(ii) the part of surplus money 
exceeding the amount due 
on allotment 


Share 

application 


Share 

application 

Share 

application 


Share application 
Share capital 


Bank 


Share allotment 
Calls in advance 
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For allotment money becoming due 

Share 

allotment 

Share capital 

On receipt of allotment money 

Bank 

Share allotment 

On making (any) call from the 

Share 

.. Share capital 

shareholders 

call 

On receipt of the call money 

Bank 

Share call 

If shares are issued for consider* 
ation other than cash, i.e. in 
exchange of assets 

Assets 

Share capital 


Note. The name of the type of share, viz. equity or preference, 
should be preSxed -with the word ‘Share’. * 


Problem 7. What entries Are passed when a company purchases a 
running business ? 

Solution. A company may purchase an existing business of a sole 
trader or a partnership or a limited company. The amount which is 
to be paid by the company for the purchase of the business i* called the 
purchase consideration. If the value of the net assets (total assets— 
' than purchase consideration, the 

• for goodwill and as such, it is 

en the value of net assets is more 
than the purchase price, the company stands to gain, and such a gain 
is credited to capital reserve account. 

ACCOUNTING TREATMENT 


SI. Transactions 


Account 

Debited 

Account 

Credited 

1 . For purchase of business at a 
agreed value 

certain 

Business 

purchase 

Vendors 

2. For assets and liabilities 

taken 

Various 

Various 

over at an agreed value 


assets 

liabilities 

Business 

purchase 


Note: 

(i) If the credit exceeds the debits, debit Goodwill A/c 
(«) If the debit exceeds the credits, credit Capital Reserve A,’c 

3. For discharging the payment of the Vendors Cash/Share 

purchase consideration by paying capita!/ 

cash/issuing sharcs/issuing deben* Debentures 

lures. . 


Problem 8. A company issued a prospector inviting applications 
for 1.C0.0C0 shares of Rs. 10 each, and stating that 10,000 iharr*>-''<m 
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be issued in addition as fully paid to vendors in part payment of 
purchase money : 

Rs. 5‘00 per share is payable on application. 

Rs. 2 50 per share is payable on allotment. 

Rs. 2‘50 per share is payable on 3 months after allotment. 

The capital offered was over-subscribed by 10,000 shares. 

The amount due on allotment was received in full. Only 
Rs. 2,00,000 were received against the call due. 

The purchase money of Rs. 1,50,000 was paid in full. 

Make necessary entries to open the books of the company. 

The authorised capital of the company was Rs. 25,00,000. 

(I.LB. Part /, May 1968) 

[ Solution: 

JOURNAL ENTRIES IN THE BOOKS OF THE COMPANY 


Si. Particulars 


T F Debit Ctedit 

L ' L ' Amount Amount 


( 1 ) 




Rs. Rs. 

Bank A/c Dr. 5,50,000 

To Equity share application A/c 

(Being application money received on 5,50,000 

1,10,000 shares @ Rs. 5 00 per share) 



Equity share application A/c Dr. 

To Equity share capital A/c 
To Bank A/c 

(Being allotment of 1,00,000 shares 
and hence transfer of application 
money on them to share capital 
account. Application money on 
10,000 shares refunded, because they 
have not been accepted due to over- 
subscription; 


5,50,000 


5,00,000 

50,000 


(3) Equity share allotment A/c Dr. 2,50,000 

To Equity share capital A/c 2 50 000 

(Being the allotment money due on 
1,00,000 shares @ Rs. 2‘50 per 
share as per board resolution 
dated. ) 
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(4) 


(5) 


( 6 ) 


O) 


< 8 ) 


2,50,000 


2,50,000 


2,50, COO 


2,50,000 


Bank A/c D r> 

To Equity share allotment A/c 
(Being the receipt of allotment 
money on 1,Q0,0C0 shares <a\ 
Rs. 2*50 each) 


Equity share call A/c Dr. 2,50 000 

To Equity share capital A/c 
(Being the call money due * on 
1 ,00,000 shares (§ Rs. 2'50 per share 
as per board resolution dated ) 

Bank A/c Dr. 2,00,000 

Calls in arrears A/c Dr. 50.C00 

To Equity share call A/c 
(Being actual amount received on 
80,000 shares @ Rs. 2*50 per share. 

Amount not received on 20,000 shares 
® Rs. 2*50 per share transferred to 
calls in anean account) 


Sundry assets A/c Dr. 1,50,000 

To Vendors A/c 1,50,000 

(Being the assets purchased from the 
the vendors at a purchase considera- 
tion of Rs. 1,50,000) 

Vendors A/c Dr. 1,50,000 

To Equity share capital A/c 
To Bank A/c 
(Being 10,000 shares @ Rs. 10 per 
share issued fully paid to vendors in 
part payment of purchase considera- 
tion, and the balance amount paid m 

cash) 

Problem 9. A company was formed with a capital of Rs. 15.00.000 
in shires of Rs 10 each. It offered to the public 1,00,0)0 states pjjablc 
Rc 1 per share on application, Rs. 2 per share on allotment and Rs. 3 
per share as First call. 7 be balance of Rs 4 per share was to be called 
onlv in case of necessity. Applications were receded for 9Q.CQ0 shares 
and the shares were accordingly allotted. All the money was duly received 
with the exception of Allotment money on 200 shares and first call on .00 
shares. . . „ , . . 

Journalise the whole of the transactions (with full narration) and 
show the opening Balance Sheet of the Company. 

(l.I.B. Peri /, April H 


1,CO,COO 

50,000 
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Solution: 

In the Books of Company 


JOURNAL ENTRIES 


SI. 

Particulars 

L.F. 

Debit 

Credit 


Amount 

Amount 




Rs. 

Rs. 

(I) 

Bank A/c 

Dr. 

90,000 

90,0C0 

To Share application A/c 




(For the amount received on 90,000 
shares towards application money @ 




Re. 1 per share) 




(2) 

Share application A/c 

Dr. 

90,000 

90,000 

To Share capital A/c 




(Being the application money 
ferred to share capital account) 

trans- 



(3) 

Share allotment A/c 

Dr. 

1,80,000 

1,80,000 

To Share capital A/c 




(Being allotment money due on 90,000 




shares @ Rs. 2 per share) 




(4) 

Bank A/c 

Dr. 

1,79,600 


Calls in arrears (Allotment) A/c 

Dr. 

400 



To Share allotment A/c 



1,80,000 


(Being the amount received on 
share @ Rs. 2 per share) 

89,800 



(5) 

Share first call A/c 

Dr. 

2,70,000 



To Share capital A/c 


2,70,000 


(Being the amount in respect of first 
call due on 90,000 shares @ Rs. 3 ner 




shares) 




(6) 

Bank A/c 

Dr. 

2,68,500 



Calls in arrears (First call) A/c 

Dr. 

1,500 



To Share first call A/c 


2,70,0C0 


(Being amount of first call received on 
89,500 shares @ Rs. 3 per share) 
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balance sheet 


Liabilities 


Figures for 
the current 
year 


Assets 


Figures for 
the current 
year 



Rs. 

Share Capital 
Authorised : 

1 , 50,000 shares of 

Rs. 10 each 

15,00,000 

Issued 

1 00,000 shares of 
Rs. 10 each 

10,00.000 

Subscribed: 

90.000 shares of 

Rs. 10 each 

9,(0,000 

Called up: 

90,000 share @ 

Rs. 6 each 

5,40.000 

Paid up: 



90,000 shares @ 


Less : Calls in 
arrears on: 



Fixed Assets: 
Investments: 
Current Assets, 
Loans and 
Advances: 

(A) Current Assets : 
Cash at bank 
(£) Loans and 
Advances : 
Miscellaneous 
Expenditure: 


5,38, ICO 


Reserves and Surplus: 


Secured Loans: 
Unsecured Loans: 

Current Liabilities 
provisions: 


and 


5.38,10 


5,38,100 
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Workings: 

Dr, CASH AT BANK Cr. 


SI. Particulars 

Amount SI. 

Particulars 

Amount 


Rs. 


Rs. 

1. To Share Application 

4. To Share Allotment 

6. To Share First call 

90,000 

1,79,600 

2,68,500 

By Balance c/d 

5,38,100 


5,38,100 


5,38,100 


= = === 


===== 


B 


COMPANY ACCOUNTS- ISSUE OF SHARES— 
AT PREMIUM AND AT DISCOUNT 


Problem 1. What do you mean by issuing shares at a premium ? 
Give proforma entries when the shares are issued at a premium. 

Solution. When the shares are issued at a price which is higher 
than its face value, shares are said to be issued at a premium. The 
■difference 'between the issue price and the face value of the share is 
•called its premium. 

The premium received on issue of shares must be transferred to a 
separate account styled ‘Share premium account’. 

According to Sec. 78 of the Indian Companies Act, 1956 the 
amount transferred to share premium account can be utilised only for 
the following purposes: 

1. To issue fully paid bonus shares. 

2. To write off the preliminary expenses of the company, 

3. To write off the expenses of, or the commission paid, or 
discount allowed on any issues of shares or debentures of the 
company. 

4. To pay the premium on the redemption of any redeemable 
preference shares or on any debentures of the company. 

The amount of the premium is included in the amount receivable 
on application or allotment or even with one of the calls. 

ACCOUNTING TREATMENT 

SI. Transactions Account Account 

Debited Credited 


1. When premium is received with 
application money: 

{a) On receiving application money 


Bank 


Share 

application 
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(6) For transferring application money Share 
to share capita! and share premium applica- 
tion 

2. When premium is received with 
allotment: 


Share capital 
Share premium 


3. 



For making the allotment due with 

Share 



premium 

allotment 

Share premium 

(b) On receipt of the amount 

When premium is received on calls 

Bank 

Share 

allotment 

(a) 

For making thc...ca!I due, with 

Share... 

Share capital 


premium 

call 

Share premium 

w 

On receipt o f the amount 

Bank 

Share...call 


Note: The name of the type of share, u'z. equity or preference 
should be prefixed with the word ‘Share’. 


Problem 2. How would you deal with Discount on issue of 
shares ? 


Solution. A new compaoy is not allowed to issue shares at a 
discount, i.e. at a price which is less than us face value. As per the 
provisions of Sec. 79 of the Indian Companies Act, 1955, a company 
can issue its shares at a discount only if the following conditions aro 
fulfilled: 

1. The issue of the shares at a discount must be authorised by a 
resolution passed by the company in general meeting and 
must be sanctioned by the Court (Company Law Board). 

2. The resolution must specify the maximum rate of discount at 
which the shares are to be issued. This rate must not exceed 
}0 a / o except Mtb the sanction of the Central Government. 

3. At least one year must have elapsed after the commencement 
of business. 

4. The shares to be issued at a discount must be of a class which 
has already been issued by the company. 

5 The shares must be issued uitbip tao months of thedate on 
h " the Court (Company Law 
• as the Court (Company 


When shares arc issued at a discount, a special account, ‘Discount 
m issue of shares account' v»ilt be opened and u debited at the tinea 
if allotment of shares. The journal coiner will be as shown on th.- neit^ 
iagc: 
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SI 

Transactions 

Account 
to be 
Debited 

Account 
to be 
Credited 

1 . 

On receiving application money 

Bank 

Share 

application 

2. 

For transferring application money 
to share capital A/c 

Share 

application 

Share capital 

3. 

For malting allotment due 

Share 
allotment 
Discount on 
issue of 
shares 

Share capital 

4. 

On receiving allotment money 

Bank 

Share 

allotment 


Every prospectus relating to the issue of shares and every balance 
sheet issued by the company subsequently to the issue of shares at a 
discount must contain particulars of the discount allowed on the issue of 
shares or of so much of the discount as has not been written off at the 
date of the issue of the prospectus or balance sheet. 

C 


COMPANY ACCOUNTS— FORFEITURE OF SHARES 
AND RE-ISSUE OF FORFEITED SHARES 


Problem 1 . Under what circumstances can a company forfeit 
its shares ? How would you deal with share forfeiture account, before 
the re-issue of such shares and after their re-issue ? 


Solution. If a member does not pay the amount due on various 
calls, the directors have a right to charge interest according to the 
terms of the Articles of Association from the due date of the call up to 
the date ol payment. However, if a member does not pay at all, the 
directors must serve a 14 days notice on the defaulting member requiring 
the payment of unpaid call/s (call in arrear) together with the accrued 
interest. The notice shall also state that, in the event of non-payment 
on or before the last day of the notice, the shares mentioned therein 
will be liable to be forfeited. If the member still does not pay the call, 
ins case, is put up before the board of directors, who can then decide 
to forfeit the amount already paid on the shares and cancel the shares. 
I he amount paid by the member is not to be returned to him. 


_ The effect of forfeiture of shares is that the defaulting shareholder 
ceases to be a member m respect of the forfeited shares, and the moneys 

paid by him on the shares prior to the forfeiture belongs, to the 
company. ° u 
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2. On forfeiture of shares Share capital Calls in arrears 

(amount (Unpaid amount) 

called up) Share forfeiture 

(Amount paid) 

*3. If share premium is also due Share capital Calls in arrears 

on shares to be forfeited (Amount (Unpaid amount) 

called up) Share forfeiture 

Share (Amount paid) 

premium 
(Premium 
due) 

4. If shares to be forfeited Share capital Share Forfeiture 

were issued at a discount (Amount (Amount paid) 

called up) Calls in Arrears 

(Unpaid amount) 
Discount on 
issue of shares 


* Premium received on the original issue of the forfeited shares Is 
not to be cancelled on the forfeiture of shares , because premimum once 
collected cannot be cancelled. 

The forfeited shares can be re-issucd by the directors within a 
reasonable time and at a reasonable price. Such shares can be re- issued 
even at a discount, but this discount must not exceed the amount actually 
received already on such forfeited shares. The discount allowed on re- 
issue is debited to the share forfeiture account. 

If the discount allowed is less than the amount forfeited on the 
rc-issucd shares, the profit so earned is transferred to the Capital Reserve 
account. 

The amount forfeited on shares not >ct re-issued is not to be 
transferred to Capital Reserve account but will remain m the share 
forfeiture account. The credit balance standing tn the share forfeiture 
account relating to the shares forfeited but not >ct rc-issueJ is to be 
shown in the balance sheet along with the share capital. 
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SI. 


ACCOUNTING TREATMENT OF RE-ISSUE OF 
FORFEITED SHARES 


Transactions 


Account Account 

Debited Credited 


1 . 


For re-issuing the forfeited shares 


Bank Share capital 

(Actual (amount 

amount called up) 

received) 

Share 
forfeiture 
(Discount 
allowed on 
re-issue) 


2. For transferring profit on re-issue Share _ Capital reserve 

of forfeited shares to capital forfeiture 

reserve 


Problem 2. On 1st January 1969, the Directors of X Ltd., decide 
to issue 1,00,000 shares of Rs. 10 each, Rs. 2*60 payable on application 
and Rs. 2*50 payable on allotment. 

Applications are received for 1,20,000 shares. On 10th January, 
the Directors decide to reject applications in respect of 20,000 shares, the 
application money being refunded in full. All allotment monies are 
received in full. 

On 31st March, a call of Rs. 2*50 per share is made and all sums 
due are received except on 1,000 shares allotted to Mr. A. Subsequently 
these shares were forfeited. 

Pass necessary journal entries to record the transactions. 

(I.I.B. Bart /, November 1969) 


Solution: 

In the Boohs of X Ltd. 


JOURNAL ENTRY 


Date Particulars l.F. Debit Credit 

Amount Amount 


1969 

Jan. Bank A/c Dr. 

To Equity share application A/c 

(For amount received on 1,20,000 
shares (a> Rs. 2*50 per share) 


Rs. Rs. 
3,00,000 

3,00,000 
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1969 

Jan. 10 Equity share application A/c Dr. 
To Equity share capital A/c 
To Bank A/c 

(Being amount transferred to share 
capital account for 1 , 00,000 shares 
® Rs. 2'50 per share; and the amount 
on 20,000 shares @ Rs. 250 per 
share returned on the rejected applica- 
tions) 


Rs. 

3,00,000 


Rs. 

2,50,000 

50,000 


Jan. 10 Equity share allotment A/c Dr. 2,50, 0C0 

To Equity share capital A/c 2,50,000 

(Being allotment money due on 
1,00,000 shares ® Rs 2‘50 per share 
as per Board resolution dated ) 


Bank A/c Dr. 2,50,000 

To Equity share allotment A/c 2,50,000 

(Being amount received on 1,00,000 
shares ® Rs. 2*50 per share) 


Mar. 31 Equity share first call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of first 
call on 1,00,000 shares @ Rs. 2'50 per 
share as per Board resolution dated 
) 


Bank A/c Dr. 

Calls in arrears A/c Dr. 

To Equity share first call A/c 
(Being first call money received on 
99,000 shares @ Rs. 2' 50 per share) 

Equity shaie capital A/c Dr. 

To Share forfeiture A/c 
To Calls in arrears A/c 
(Being the forfeiture of 1,000 shares 
allotted to Mr. A @ Rs. T50 per 
share called up, for the non-payment 
of first call of Rs. Rs. 2 50 per share 
as per Board resolution dated ) 


2,50,000 

2,50,000 


2,47.500 

2,500 

2,50,000 


7,500 


5,000 

2,500 
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(4) Equity share application A/c Dr. 

To Equity share capital A/c 
(Being application money received on 
8,000 shares @ Rs 2 per share record- 
ed in the cash book, transferred to 
equity share capital A/c) 


(5) Equity share allotment A/c Dr. 
To Equity share capital A/c 
(Being the allotment money due on 
8,000 shares @ Rs. 2 per share as per 
the board resolution dated ) 


(6) Calls in arrears (allotment) A/c Dr. 

To Equity share allotment A/c 
[Being the allotment money received 
on 7,250 shares @ Rs. 2 per share 
recorded in the cash book, but the 
amount on 750 shares not received, 
transferred to calls in arrears 
(allotment) A/c) 


(7) Equity share first call A/c Dr. 

To Equity share capital Afc 
(Being the amount in respect of first 
call money due on 8.000 shares @ 
Re. 1 per share as per board resolution 
dated ) 


(8) Calls in arrears (first call) A/c Dr. 

To Equity share first call Ale 
(Being the first call money received 
on 6,000 shares <@ Rc. 1 per share 
recorded in the cash book, but the 
amount not received on 2,000 shares 
transferred to calls in arrears (first 
call) A/cJ 


16,000 

16,000 


16,000 

16,000 


1,500 

1,500 


8.CG0 


8,000 


2,000 


2.000 


(9) Equity share capital A/c Dr. 

To Calls in arrears (allotment) A/c 
To Calls in arrears (first call) A c 
To Share forfeiture A/c 
(Being the forfeiture of 750 shares @ 
Rs. 5 per share called up, for the non- 
payment of allotment money <'j- Rs- 2 
per share as per board resolution 
dated ) 


I, 500 
750 

J. 5CO 
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Note. The 750 shares, which have been forfeited are those shares 
on which only application money @ Rs. 2 per share is received. 
Therefore, the amount forfeited is Rs. 1,500. 

The credit balance standing in the share forfeiture account relating 
to the shares forfeited but not yet re-issued is to be shown in the balance 
sheet along with share capital. 

Dr. CASH BOOK Cr . 


Receipts L.F. 

Amount 

Payments 

L.F. Amount 


Rs. 


Rs. 

To Equity share 

■ 

By Balanec c/d 

36,500 

application A/c 
(Application 
money on 8,000 
shares @ Rs. 2 per 
share) 

16.000 




To Equity share 




allotment A/c 
(Allotment money 
on 7,250 shares @ 

Rs. 2 per share) 

14,500 



To Equity share first 




call A/c 

(First call money 
@ Re. 1 per share 
on 6,000 shares) 

6,000 




36,500’ 


36,500 




= ==== 
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BALANCE SHEET 

of Co. Lid. 

as at 


Figures Figures Figures 

for the Llabili- Details for the for the Assets 
previous ties current previous 

year year y car 


Details 


Figures 
for the 
CJrrcnt 
year 


Rs. 

Rs. Rs, 

Rs. 

Share Capital : 


Fixed Assets : 

Authorised : 


Sundry Assets 

25,000 equity 


{of vendors) 40,000 

shares of 


Properly 20,600 

Rs. 10 each 

2,50,000 

. — 


csrsso 

Investments : 

Issued : 


Current 

14,000 equity 


Assets 

shares ® 


Loans and 

Rs. 10 each 

1,40,000 

Advances : 



(A) Current 

Subscribed : 


Assets : 

14,000 equity 


Cash and bank 

shares ® Rs. 10 


balance 

each 

1,40,000 

(A) /Loans and 

oass 

Advances 

Oiled up: 

6.000 equity 
share* ® Rs. 10 

p;r share 60,000 

8.000 equity 



each 40,000 

1,00,000 


Paid up : 

4,000 equity 
shares fully paid 
up ® Rs. 10 per 
share issued to 
vendors 40,000 

2,600 equity 
shares fully paid 
up @ Rs. 10 per 
share issued in 
payment 
of property 

pui chased 20,000 



Total c/fJ 60,000 

- 

fetal e/f 


Ri. 


60,000 


36,500 
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Total b/fd 60,000 Total b / fd 96,500 


8,000 equity 
shares @ Rs. 5 
per share called 
up subscribed 
by the public 

40,000 


Less : Calls in 
arrears (first 
call) 

1,00,000 

1,250 


98,750 

Less : 750 shares 


forfeited 

3,750 


Add : Share 
forfeiture 

95,000 

1,500 

96,500 



96,500 


Problem 4. X Y Z Ltd., a public company was registered with 
an Authorised Capital Rs. 2,00,000 divided into 20,000 equity shares of 
Rs. 10 each. It offered to public 10,000 shares of Rs. 10 each : 

(1) Rs. 2’50 per share was payable on application. 

(2) Re. 2*50 per share payable on allotment. 

(3) First call on all the shares, was made @ Rs. 2*50 per sbaee. 

All the above payments were duly received except that of 
Mr. X holding 100 shares who did not pay the first call. 

(4) A final call was made @ Rs. 2' 50 per share. 

(5) All the share holders, except Mr. X who was holding 100 
shares, paid up the call on due date. 

(6) 100 shares of Mr. X were forfeited and re-issued @ Rs. 8 per 
share for cash. 

Make Journal entries to record the above transactions in the books 
ot the company. Show how it will appear in the Balance Sheet of the 
Company after all the above transactions. 


{1.1 B. Part /, November 1981 ) 
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Solution*. 

Ia the Books of XYZ Ltd. 

JOURNAL ENTRIES 

SI. Particulars L F. 


( I) Bank A/c Dr. 

To Share application A/c 
(For the amount received on 10,CQ0 
shares towards application money @ 
Rs, 2 50 per i,hatc) 


(2) Share application A/c Dr. 

To share capital A/c 
(Being application money transferred 
to Share capital A/c) 


(3) Share allotment A/c Dr. 

To Share capital A/c 
(Being allotment money due on 10,000 
shares @ Rs. 2*50 per share as per 
Board of Directors Resolution No, 


(4) Bank A/c Dr. 

To Share allotment A/c 
(Being amount received on 10.0C0 
shares % Rs. 2' 50 per share) 


(5) Share first call A/c Dr. 

To Share capital A/c 
(Being the amount in respect of first 
call due on 10.0CQ shares i/h Rs- 2'5o 
per share as per Board of Directors 
Resolution No. ■) 


(6) Bank A/c Dr. 

Calls in Arrears (First call) A'c Dr. 

To Share first cal/ A 'c 
(Being the amount of first call received 
on 9.9C0 shares & Rs. 2 50 per share) 


Debit Credit 
Amount Amount 


Rs. Rs. 

25,000 

25,000 


25,000 

25, COO 


25,000 

25,000 


25,000 

25.000 


25,000 

25, COO 


24,750 

2S0 

25.000 
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(7) 


( 8 ) 



(9) 


Share final call A/c Dr. 

To Share capital A/c 
(Being the final call due on 10,000 
shares @ Rs. 2'50 per share as per 
Board of Directors Resolution No. 



Calls in Arrears (Final call) A/c Dr. 

To Share final call A/c 
(Being final call money received on 
9,900 shares @ Rs. 2‘50 per share) 

Share capital A/c Dr. 

To Calls in Arrears (First call) A/c 
To Calls in Arrears (Final call) A/c 
To Share forfeiture A/c 

(Being forfeiture of 100 share full 
called up @ Rs. 10 per share, for the 
non-payment of first call and final 
call) 


(10) Bank A/c Dr. 

Share forfeiture A/c Dr. 

To Share capital A/c 
(Being reissue of 100 shares @ Rs. 8 
per share) 

(11) Share forfeiture A/c Dr. 

To Capital reserve A/c 
(Being the profit on re-issue of 100 
forfeited shares transferred to Capital 
Reserve A/c) 


25,000 

25,000 


24,750 

250 

25,000 


1,000 

250 

250 

500 


800 . 

200 

1,000 


300 

300 


BALANCE SHEET OF XYZ LTD. 


as on 

Liabilities & 

Capital 

Amount 

Properties & 

Assets 

Amount 


Rs. 


Rs. 

Share Capital 
Authorised : 

20,000 equity shares 
of Rs. 10 each 

2,00,000 

Fixed Assets 
Investments 

Current Assets 

Loans and Advances 

— 
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Issued: (W) Current Assets 

10.0C0 Equity shares 1,00,000 Cash at Bank 
Rs. 10 each = !=3= = — (B) Loans & Advances 

Subscribed & called Miscellaneous 

U P' expenditure 

10,000 Equity shares 10,00,000 ' 

of Rs. 10 each = ===== 

Paid up: 

10,000 Epuity shares 
of Rs. 10 each 1,00,000 

Reserves and Surplus 
Capital Reserve 3CO 

Secured Loans — 

Unsecured Loaus — 

Current Liabilities 
Sc Provisions 

(J) Current Liabilities — 

(B) Provisions — 


1,00,300 


I.C0.3CO 


Problem 5. ABC Ltd. having a nominal capital of Rs. 15,00,000 
in sha cs of Rs. 100 each, iQvucd applications for I0.C0J shares payable 
as under: 



Rs. 

On application 

:o 

On allotment 

50 

On first call 

25 

On second call 

25 


The company received applications for 12.CQ0 shares. All the 
shares issued for applications were accepted. The company returned back 
the application monies on excess number of shares applied for. 

All the monies due as stated above were receded with the cxccp- 
tion'of the second call on 250 shares. 

These shares were forfeited and re-issued as fully paid at Rs. 90 per 
share. 

Pass journal entries and show how the share cap.ial aeeounat will 
stand in the Balance Sheet. 

(I.l.D. Pert I, Soreml er 1970 


9'24 


FORFEIT URB OF SHARES 


Solution: 

JOURNAL ENTRIES IN THE BOOKS OF ABC Ltd. 


SI. Particulars L F. Debit Credit 

Amount Amount 


( 1 ) 


( 2 ) 


Bank A/c Dr. 

To Equity share application A/o 

(For amount received on 12,000 appli- 
cations @ Rs. 20 per share) 


Rs. Rs. 

2,40,000 

2,40,000 


Equity share application A/c Dr. 
To Equity share capita! A/c 
To Bank A/c 

(Being amount transferred to share 
capital account for 10 000 shares @ 
Rs. 20 per share; and the amount on 
2,000 excess number of shares applied 
for @ Rs. 20 per share returned 
back) 


2,40,000 


2,00,000 

40,000 


(3) Equity share allotment A/c Dr. 3,00,000 

To Equity share capital A/c 3,00,000 

(Being allotment money due on 10,000 
shares @ Rs. 30 per share as per 
resolution of the Board of directors 
dated ) 


(4) Bank A/c Dr. 

To Equity share allotment A/c 
(Being allotment money received on 
10,000 shares @ Rs. 30 per share) 


(5) Equity share first call A/c Dr. 

To Equity share capital A/c 

(Being amount due in respect of first 
call on 10,000 shares @ Rs. 25 per 
share as per board resolution dated 


(6) Bank A/c Qj. 

To Equity share first call A/c 
(Being amount of shares first call 
received on 10,000 shares) 


3,00,000 

3,00,000 


2, 50, C00 

2,50,000 


2,50,000 

2,50,000 


FORFEITURE OF SHARES 


Equity share final call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of 
second and final call on 10,000 shares 
Rs. 25 per share as per board 
resolution dated ) 

Bank A/c Dr. 

Calls in arrears (final call) A/c Dr. 

To Equity share final call A/c 
(Beiog final call money received on 
9,750 shares @ Rs. 25 per share) 

Equity share capital A/c Dr. 

To Share forfeiture A/c 
To Calls in arrears (final call) A/c 
(Being the forfeiture of 250 shares for 
the non-payment of final call of Rs. 25 
per share as per board resolution 
dated ) 

Bank A/c Dr. 

Share forfeiture A/c Dr. 

To Equity share capital A/c 
(Being the rc-issuc of 250 forfeited 
shares of Rs. 100 each at Rs. 90 per 
share) 

Share forfeiture A/c Dr. 

To Capital reserve A/c 
(Being the profit on ic-issue of 250 
forletted shares transferred to capital 
reserve A/c) 

Note: The profit is calculated as 
under: 

Amount forfeited on Rs- 

250 shares & Rs. 75 
per share 18,750 

Less\ Discount allowed 
on rc-issuc of 2 50 shares 
(? Rs 10 per share 
(Rs. ICO - SO) 2 * 5CO 


Profit on re-issue 
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BALANCE SHEET OF ABC LTD. 
as at 


Figures 

for the Liabilities 

previous 

year 

Figures Figures 
for the for the 
current previous 
year year 

Assets 

Figures 
for the 
current 
year 

Rs. 

Rs. Rs. 


Rs. 

Share Capital; 


Fixed Assets; 


Authorised: 


Investments; 


15,000 shares of 


Current 


Rs. 100 each 

15,00,000 

Assets, 


Issued: 

= a = = 

Loans and 


10,000 shares of 


Advances: 


Rs. 100 each 

10,00,000 

(A) Current 


Subscribed : 

===== 

Assets: 


10,000 shares of 


Cash at Bank 

10,16,250 

Rs. 100 each 

10,00,000 

(B) Loans & 


Called up: 

= ==<=» 

Advances: 

— 

10,000 shares of 


Miscella- 


Rs. 100 each fully 

10,00,000 

neous 


called up 

=== = == 

Expenditure 

— 

Paid up: 




10,000 shares of 




Rs. 100 each fully 




paid up 

10,00,000 



Reserves and 




Surplus: 




Capital Reserve 

16,250 



Secured Loans: 

— 



Unsecured Loans; 

— 



Current 




Liabilities 




and Provisions 

MHM 




(A) Current Liabilities 

(B) Provisions : 
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Note: The figures of balance at bank is arrived at as under : 
BANK ACCOUNT 


or. 

I£A_ 

Particulars 

Amount 

Si Particulars 

Amount 



Rs. 


Rs. 

r. 

To Equity share 





application A/c 

2,40,000 

application A/c 

•10,000 

4. 

To Equity share 


By Balance c/U 

10,16,250 


allotment A/c 

3,QO,GOQ 

{Balancing figure) 


6. 

To Equity share 





first cal! A/c 

2,50,000 



?. 

To Equity share 





final call A/c 

2,43,750 



10. 

To Equity share 





capital A/c 

22,500 





10,56,250 


10,56,250 







Problem 6. Give Journal entries for the following transaction' 
{including natation ) : 

X Ltd. forfeited 30 shares of Rs. 10 each fully called up, held by 
Karim for non-payment of allotment money of Rs. 1 per share and final 
call of Rs. 4 per share. He had paid the application money of Rs 3 per 
share. These shares were re-issued to Salim for Rs. 8 per share. 

{LTD- Part l, November 1979) 

Solution: 

JOURNAL ENTRIES IN THE BOOK S OF X LTD. 


Si 

Particulars L.F- 

Debit 

Amount 

Credit 

Amount 



Rs. 

Rs, 

1 . 

Equity share capital A/c Dr. 

300 



To Calls in arrears (Allot.) A/c 


90 


To Calls in arrears (final call) A/c 


120 


To Share forfeiture A/c 


90 


(Being the forfeiture of 30 shares 
allotcd to Karim @ Rs. 10 pet 
caleld up, for the nonpayment of 
allotment money of Rs. 3 per share 
and final call money of Rs. •* 
per share) 




2. Bank A/c D r * 

Share forfeiture A/c Dr. 

To Equity share capital A/c 

(Beina the re-issue of 30 shares to 
SalinTfor Rs. 8 per share as Rs. 10 per 
share paid up) 


3. Share forfeiture A/c Dr. 

To Capital Reserve A/c 

(Being the profit oil re-issue of 30 
forfeited shares transferred to Capital 
reserve account) 


240 

60 


30 


Note : The profit is calculated as under ; 

Amount forfeited ou 30 shares @ Rs. 3 per share 
paid by Karim as Application money 

Less : Discount allowed on re-issue of 30 shares to Salim 
@ Rs. 2 per share (Rs. 10—8) 


Profit on re-issue 


300 


30 


Rs. 


90 

60 

30 


Problem 7. The directors of Neptune Company Ltd. forfeited 
5C0 equity, shares of Rs. 20 each, Rs. 15 per share called up, on which 
Shri Rao failed to pay the first call of Rs. 5. The> re-issued these shares 
to Sen as Rs. 15 paid-up at Rs. 12 per share The company also made the 
final call of Rs. o which was dul> paid by Sen. 

t Journalise these transactions in the books of the company. 

( 7 1 B. Part I, May 1976 ) 

Solution: 

JOURNAL ENTRIES IN THE BOOKS OF 
NEPTUNE COMPANY LTD. 

SI. Particulars L.F. Debit Credit 

Amount Amount 

Rs. Rs.' 

(1) Equity share capital A/c Dr. 7,500 

To Calls in arrears (first call) A/c 2,500 

To Share forfeiture A/c 5,000 

(Being the forfeiture of 5C0 shares 
alioted to Shri Rao @ Rs. 15 per 
share called up, for the non-payment 
ct first call of Rs. 5 per share as per 
board resolution dated ) 
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(2) Bank A/c Dr. fQCO 

Share forfeiture A/c Dr. 1 iCO 

To Equity share capital A/c 
(Being the re-issue of SCO shares to 
Mr. Senas Rs. 15 paid-up at Rs. 12 
per share) 


(3) • Share forfeiture A/c Dr. 3,500 

To Capital reserve A/c 
(Being the profit on re-issue of 5G0 
forfeited shares transfeircd to capital 
reserve A/c 


[Note. The profit is calculated as 


under : 

Amount forfeited on 500 shares tfr, 

Rs. 

Rs. 10 per share paid by Shri Rao 
Less : Discount allowed on 

5,000 

re-issue of 500 shares to 


Mr. Sen (£, Rs. 3 pci share 
(Rs. 15-12) 

1,500 

Profit on re-issue 

3,500 


7,500- 


3,500 


(4) Equity share final call A/c Dr. 2.500 

To Equity share capital A/c 
(Being amount due on final call % 

Rs. 5 per share on 500 shares as per 
board resolution dated ) 


(5) Bank A/c Dr. 7,5 CO 

To Equity share final call A/c 
(Being final call money received on 
500 shares ^ Rs. 5 per sharel 


2,500 


2,500 


Problem 8 The directors of M. Ltd. resolved on 1st May 1965 
that 2,000 ordinary shares of Rs [0 each, Rs. 7 50 par J up, he forfeited 
for non-payment of the call or Rs. 2 50 

On iQth June 1968, 1,010 of the shares were re-issued for Rs. 6 per 
share. 

Show the journal eatricj required to give effect to the foregoing, 
and state what the resultant balance oa forfeited shares account 

represents. , 3 Fa . /_ oarier 156SI ■ 

The credit balance stanirn; in lie share forfeiture aKtMttt re'ltrnj 
to the shares forfeited but not yet re-issued is t° he shown ns tae 
sheet along with share capital. 
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Sohmon: JQ URNAL ENTRIES in THE BOOKS OF M. LTD. 

Date Particulars L.F. Debit Credit 

Amount Amount 


1968 

May 1 Equity share capital A/c Dr. 

To Calls in arrears A/c 
To Shares forfeiture A/c 

(Being the forfeiture of 2,000 fully 
called up shares of Rs. 10 each, for 
the non-payment of final call of 
Rs. 2’50 per share as resolved by the 
directors vide board resolution dated 
1st May, 1968) 


June 10 Bank A/c Dr. 

Shares forfeiture A/c Dr. 

To Equity share capital A/c 

(Being the re-issue of 1,000 forfeited 
shares of Rs. 10 each at Rs. 6 £per 
share) 


Rs. Rs. 

20,000 . 

5,000 

15,000 


6,000 

4,000 

10,000 


June 10 Share forfeiture A/c Dr. 

To Capital reserve A/c 

(Being the profit on re-issue of 1 ,000 
forfeited shares transferred to capital 
reserve account) 


Note: The profit is calculated as 
under: Rs. 


Amount forfeited on 2,000 
shares @ Rs. 7'50 per 
share Rs. 15,000 

Hence, amount forfeited on 
1,000 shares (re-issued) 

7,500 

Less: Discount allowed on 
re-issue of 1,000 shares @ 

Rs. 4 each (Rs. 10—6) 

4,000 

Profit on re-issue 

3,500 


3,500 

3,500 


The balance of Rs. 7,500 in the share forfeiture 
amount forfeited on 1,000 shares @ Rs. 7'50 per share 
shares which are not yet re-issued. 


account is the 
These are the 



FORFEITURE OP SHARES 


Problem 9 . Give journal entries for the following transaction 
( including narration ): 

X Ltd. forfeited 10 shares of Rs. 10 each (Rs. 6 called up) issued 
at a discount of 10% to Neeta on which she had paid Rs. 2 per share. 
Gut of these, 8 shares were re-issued to Mecta as Rs. 8 called up for Rs. 6 
per share. 

{Lf.fi. Part I , November 1979) 

Solution: 

In the Books o£ X Ltd. 

JOURNAL ENTRIES 


Debit Credit 
Amount Amount 


Equity share capital A/c Dr. 

To Calls in arrears A/c 
To Discount on issue of shares A/c 
To Share forfeiture A/c 
(Being the forfeiture of 10 shares @ 
Rs, 6 per share called up issued at a 
discount of 10% to Neeta, for the 
non-payment of call money @ Rs. 3 
per share) 


Rs. Rs. 
60 

30 

10 

20 


Bank A/c Dr. 

Share forfeiture A/c Dr. 

Discount on issue of shares A/c Dr. 

To Equity share capital A/c 
(Being the re-issue of 8 forfeited 
shares of Rs. 10 each at a ditcount of 
10% to Meeta as Rs. 8 per share 
called up for Rs. 6 per share) 


Share forfeiture A/c Dr. 

To Capital reserve A/c 
(Being the profit on re-issue of 8 
forfeited shares transferred to capital 
reserve A/c) 


Note: The profit is calculated as under: 

Amount forfeited On 10 shares @ Rs. 2 per share 
is Rs. 20. Hence, amount forfeited on 8 thates 
(Re-issued) 

Less: Rebate allowed on re-issue of shares @ 

Rs. 6 (as Rs. 8 per share called up less 10, „ 
discount on the face value of Rs. 10) 


Profit on rc-issue 
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The balance of Rs. 4 in the share forfeiture account is the amount 
forfeited on 2 shares @ Rs. 2 per share. These are the shares whi.cn are 
not yet re-issued. 

The credit balance standing in the share forfeiture account relating to 
the shares forfeited but not yet re-issued is to be shown in the Balance 
sheet along with share capital account. 

Problem 10. Janta Company Limited offered 3,00,000 Equity 
Shares of Rs. 10 each at Rs. 12 per share payable Rs. 3 on application 
( including premium of Rs. 2), Rs. 3 on allotment and the balance in 
two equal instalments at the end of 3 months and 6 months from the 
date of allotment respectively. 

Applications for 4,10,000 shares were received by 30th June, 1978 
and shares were allotted at the rate of 3 shares for every 4 shares applied 
for on 15th July, 1978. Rs. 30,(00 were refunded on 3 1st July 197S. 
All amounts due were received on due dates with the exception of 
the final call on 3,000 shares. These shares were forfeited on 2 1 st 
March, 1979. 

Show the Journal entries (including each) and draw a balance 
sheet as on 31st March 1979 to show the capital structure of the 
Company. 

(I.I.B. Part I, April 1979 ) 


Solution: 


JOURNAL ENTRIES IN THE BOOKS OF 
JANTA COMPANY LIMITED 


Hate Particulars L.F. Debit Credit 

Amount Amount 


1978 

June 30 Bank A/c 0 r , 

To Equity share application A/c 

(Being application money @ Rs. 3 per 
share including premium of Rs. 2 per 
share received on 4,10,000 shares) 


Rs. Rs. 
12,30,000 

P, 30,000 
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July IS Equity share application A/c Dr. 12,00,000 

To Equity share capital A/c 3 

To Share Premium A/c 6 

To Equity share allotment A/c 3 


(Being application money received 
adjusted by allotting 3 shares for 
every 4 shares applied for. Amount 
transferred to share capital account @ 
Re. 1 per share, to share premium 
account @ Rs. 2 per share and to 
share allotment account @ Re. 1 per 
share on 3,00,000 shares) 


July 15 Equity share allotment A/c ' Dr. 9.C0.000 

To Equity share capital A/c 9 

(Being allotment money due on 
3,00.000 shares @ Rs. 3 per share as 
per Board resolution dated ) 


July 31 Equity share application A/c Dr. 30,000 

To Bank A/c 

(Being the amount refunded on the 
rejected applications with letters of 
regret) 


Bank A/c 

Dr. 

To Equity share allotment A/c 

(Being allotment money receded) 

Note: Allotment 

Rs. 

money due 

9,00,CC0 

Less : Already received 


with applications 

3.C0.C00 

Amount received 

6.00.COO 


Oct. 15 Equity share first call A/c Dr. 9.CO.CCO 

To Equity share capital A/c 
(Being the first call money due on 
3,00,000 shares & Rs. 3 per share as 
per Board resolution dated ) 
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Bank A/c Dr. 

To Equity share first call A/c 

(Being the amount of first call money 
received in full @ Rs. 3 per share on 
3,00,000 shares) 


9,00,000 

9,00,000 


1979 

Inn. 1 Equity share final call A/c Dr. 

To Equity share capital A/c 

(Being the final call money due on 
3,00.000 shares @ Rs. 3 per share as 
per Board resolution dated — ) 


9,00,000 

9,00,000 


Bank A/c Dr. 8,91,000 

Calls in arrears (final call) A/c Dr. 9,000 

To Equity share final call A/c 9,00,000 

(Being final call money received on 
2,97,000 shares @ Rs. 3 per share) 


Mar. 21 Equity share capital A/c Dr. 

To Calls in arrears (final call) A/c 
To Share forfeiture A/c 

(Being the forfeiture of 3,000 shares 
on which final call money was not 
received) 


30,000 


9,000 

21,000 


Note: Amount forfeited 

comprises of: 


Rs. 

Application money 

3,000 

Allotment money 

9,000 

First call money 

9,000 


21,000 


Note: Premium received on the original issue of the forfeited shares 
is not to be cancelled on the forfeiture of shares because premium once 
collected cannot be cancelled. 



forfeit urb op shares 
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BALANCE SHEET OF JANTA COMPANY LIMITED 


as at 31st March 1979 


Liabilities 
& Capita! 

Details 

Amount 

Properties Amount 

& Assets 


RS. 

Rs. 

Rs. 

Share Capital; 



Fixed Assets: — 

Authorised: 


— 

Investments: — - 

Issued: 




3,00,0C0 Equity shares 



of Rs. 10 each 


30,00,000 


Subscribed: 


a = e= = 

Advances: 

3,00,000 equity 



(A) Current 

shares © Rs. 10 



assets: 

each 


3G,Q0,0C0 

Cash at 

Called up: 


Piaeaaa 

bank 35,91,000 

3,00,000 equity 



(B) Loans and 

shares @ Rs. 10 




each 


30,00,000 

Miscella* 

Paid up: 


= a = e= 

neons 

2,97,000 equity 



Expenditure: — 

shares © Rs. 10 




each 

29,70,000 



Add : Share forfeiture 

21,000 

29,91,000 


Reserves and 




Snrplus: 




Share Premium 




(On 3,00,000 shares 




@ Rs. 2 per share) 


6,00,000 


Secured Loans: 


— 


Unsecured Loans: 


— 


Current Liabilities 




and Provisions: 




(A) Current Liabilities 


— 


(B) Provisions 


— 




35,91,000 

35,91,000 




<=»»=. =3 


problem 11. A Ltd. issued 10,000 shares of Rs. 100 each at 
R$, 120 payable as follows: 

Rs. 25 on application 

Rs. 45 on allotment (including premium) 

Rs. 20 on First call and 
Rs. 30 on Final call. 
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9, COO shares were applied for and allotted. All moneys were re- 
ceived with the exception of First and Finai Calls on 200 shares held by 
Shyam. These shares were forfeited. 

Give Journal entries (with full narration ) to record the above trans- 
actions and a Balance Sheet, in the books of the Company. 

(I. LB. Pan I, May 1982) 

Solution: 

JOURNAL ENTRIES IN THE BOOK OF A LTD. 


SI. Particulars L.F \ Debit Credit 

Amount Amount 


1. Bank A/c Dr. 

To Share application A/c 
(Being application money received on 
9,000 shares @ Rs. 25 per share) 


3. 


4. 


5. 


6 . 


Share application A/c Dr. 

To Share Capital A/c 

(Being the amount on applications 
received transferred to share capital 
account as per board resolution dated . ) 


Share allotment A/c Dr. 

To Share Capital a/c 
To Share Premium a/c 
(Being allotment money due on 9,000 
shares @ Rs. 45 per share, including 
premium @ Rs. 20 per share as per 
board resolution dated ) 


Bank A/c Dr. 

To Share allotment a/c 
(Being the amount received on allotment 
of 9,000 shares @ Rs. 45 per share) 


Share first call a/c Dr. 

To Share Capital a/c 

(Being amount due in respect of 9,000 
shares ® Rs. 20 per share as per board 
resolution dated ) 


Bank a/c 

Calls is arrears (first call) A/c 
To Share first call a/c 

(Being first call money received 
S,SC0 shares @ Rs. 20 per share) 


Dr. 

Dr. 


on 


Rs. Rs. 
2,25,000 

2,25,000 


2,25,000 

2,25,000 


4,05,000 

2.25.000 

1. 50. 000 


4,05,000 

4,05,000 


1,80,000 

1,80,000 


J, 7 6.00D 

4,000 

1,80,000 
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7. Share Final Call A/c Dr. 

To Share Capital A/c 
(Being Final Call due on 9,000 shares @ 
Rs. 3U per share as per Board resolution 
dated ) 


S. Bank a/c Dr. 

Calls in arrears (final call) a/c Dr. 

To Share final call a/c 
(Being the final call money received on 
8,800 shares @ Rs. 30 per share) 


9. Share Capital ale Dr. 

To Calls in arrears (first call) a/c 
To Calls ts arrears (final call) a/c 
To Share forfeiture a/c 
(Being the forfeiture of 200 shares fully 
called up @ Rs. 100 each, for non 
payment of first and final calls of Rs. 20 
and Rs. 30 each respectively as per 
Board resolution dated ) 


2,70,000 

2,70,000 


2,64,000 

6,000 

2,70,000 


20,000 

4.000 

6.000 
10,000 


Note : Premium received on the origin'll issue of the shares is not 
to be cancelled on the forfeiture of shares because premium once 
collected cannot be cancelled. 

The total amount received from Shyam on 2C0 shares is Rs. 14,000 
(Rs.25 per share with application and Rs 45 per share on allotment). 
But this includes premium of Rs. 4C00 Rs. 20 per share. Hence 
share forfeiture account has been credited with an amount of Rs. 10,000 
only (Rs, 14.000 — 10,000). 

BALANCE SHEET OF A LTD. 
as on 


Figures 
for the 
previous 
year 


RS. 


Figures Figures Figures 

I labilities for the for the Assets for the 

iSt Capital current preuous & Properties current 
year year year 


Rs. 

Share Capital 
Authorised : 

Issued 

10.000 shares of 

Rs. 100 each lO.CO.OCO 

Subscript J == SB 

9.000 shares of 

Rs. 100 each 9,00,000 


Rs. 

Fi«d Assets 
la vest meats 
Current Assets 
Loans and 
Advances 
(/<) Current Assets 

Cash at Bank 10,70,000 
(B) Loans and ... 

Ad\ ar.ee S 


Total c/d 


Total c/d 10,70,000 
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Total b/d 
Called up : 

9, COO shares of 

Rs. 100 each 


fully called up 

9,00,000 

Paid up 

8,8C0 shares @ 

Rs. ICO per share 


called up 

Add : Share for- 

8,80,000 

feiture 

Reserves and 
Surplus 

Share Premium 

10,000 

A/c 

1,80,000 

Secured Loans 

• • • 

Unsecured Loans 

Current Liabi- 


lities and 
Provisions 


Total b/d 10,70,000 

Miscellaneous 
Expenditure 
Profit & Loss 
Account 



10,70,000 

10,70,000 

Workings : 

Dr. 

SHARE CAPITAL A/C 

Cr. 

SI. Particulars 

L.F. Amount SI. Particulars 

L.F. Amount 


I. To Calls in arrears 
(first call) A/c 

4,000 

2. By Share applica- 
tion A/c 

2,25,000 

To Calls in Arrears 
(final call) A/c 

6,000 

3. By Share allot- 
ment A/c 

2,25,000 

To Share forfeiture A/c 
To Balance c/d 

10,000 

8,80,000 

4. By Share 1st call 
A/c 

1,80,000 


9,00,000 

5. By Share final call 
A/c 

2,70,000 

9,00,000 


CASH AT BANK A/C 


1. To Share appiica- By Balance c/d 10 70 000 

tionA/c 2,25,0 0 ’ ’ 

4. To Share allotment A/c 4,05,000 
6. To Share (first call) A/c 1,76,000 
8. To Share (final call) A/c 2,64,000 


10,70,000 


10,70,000 
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SHARE FORFEITURE A/C 


SI. Particulars L.F. Amount 

SI. 

Particulars L.F. 

A mount 

To Balance c/d 10,000 

9. 

By Share capital A/c 

10,000 

10,000 



10,000 

SHARE PREMIUM A/C 

~ 

To Balance c/d 1,80,000 

3. 

By Share allotment A/c 

1,80,000 

1,80,000 



1,SO,OCO 


Problem 12. The directors of Grolarge Ltd. invited applications 
for 15,000 equity shares of Rs. 10 each at Rs. 1 1*50 per share, payable as 
under : 

Rs. 7*50 per share on application 

Rs. 2*00 per share (including on allotment 
Rs. 1.50 for premium/ 

Rs. 2 00 per share on first and final call. 

Applications were received for 18,000 shares and it was decided 
to deal with them as under : 

(0 To refuse allotment to applicants for 800 shares. 

(») To give full allotment to applicants of 2,200 shares. 

(hi) To allot the remainder of the available shares pro-rata among 
the other applicants. 

(/v) To utilise the surplus received on applications in part payment 
of amounts due on allotment. 


An applicant, to whom 40 shares had been allotcd, failed to pay 
the amount due on the first and final call and his shares were forfeited. 
These shares ware re-issued as fully paid at Rs. 9 00 per share. 

Show the necessary ledger entries to record these in the books of 
lhe"company. 

(/ I.B. Part /, November 1977) 

Solution : 

JOURNAL ENTRIES IN THE BOOKS OF GROLARGE LTD. 


SI, Particulars DF. Debit Credit 

Amount Amount 


0 ) 


Bank A/c Dr * 

To Equity share application A/c 
(For amount received on 18,000 shares 
@ Rs. 7 50 per share) 


Rs. 

1,35,000 


1,35,000 


t 
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Equity share application A/c Dr. 1,35,000 
To Bank A/c 

To Equity share capital A/c 
To Equity share allotment A/c 
(Being the amount on applications received 
transferred to various accounts as under : 

(a) To Bank A/c: For 800 shares 

@ Rs. 7*50 per share for rejecting 
the applications Rs. 6,000 

(, b ) To Share capital : 

(/) For giving full allot- 
ment to applicants of 
2,200 shares @ 

Rs. 7*50 per share 16,500 

(ii) For giving 12,800 

shares (i5,000 — 2,200) 
pro-rata to the appli- 
cants of 15,000 shares 
(18,000—800 — 2,200) 

@ Rs. 7*50 per share 96,000 

Rs. 1,12,500 


6,000 

1,12,500 

16,500 


(c) To Allotment A/c : 

The surplus received on 
application of 2,200 shares 
(15,000-12,800) @ Rs. 

7 50 per share Rs. 16,500) 


(3) Equity share allotment A/c Dr. 

To Equity share capital A/c 
To Share premium A/c 

(Being allotment money due on 
15,000 shares @ Rs. 2 per share, 
including premium @ Rs. 1 50 per 
share as per Board resolution dated—) 


(4) Bank A/c Dr. 

To Equity share allotment A/c 

(Being the amount received on allot- 
ment of lo,000 shares @ Rs. 2 per 
share, i.c. Rs. 30,000. less Rs. 16,500 
received in advance alongwitk appli- 
cation money) 


30,000 


7,500 

22,600 


13,500 

13,500 
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(5) 


( 6 ) 


P) 


( 8 ) 


Equity share first & final call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of first 
and final call on 15,000 shares @ 
Rs. 2 per share as per board 
resolution dated- ) 


Bank A/c Dr. 

Calls in arrears (First and final 
call) A/c Dr. 

To Equity share first and final 
call A/c 

(Being amount of shares first and 
final call received on 14,960 shares @ 
Rs. 2 per share) 


Equity share capital A/c Dr. 

-To Calls in arrears (first & final 
call) A/c 

To Share forfeiture A/c 
(Being the forfeiture of 40 shares 
allotted to an applicant @ Rs. 10 per 
share called up, for the non-payment 
of first and final call @ Rs. 2 per 
share as per Board resolution dated ) 


Note: Premium received on the 
original issue of the forfeited shares is 
not to be cancelled on the forfeiture 
of shares because premium once 
collected cannot be cancelled. The 
total amount received from the 
applicants on 40 shares is Rs. 380 
(Rs. 7 50 per share on application and 
Rs. 2 per share with allotment. But 
this includes premium collected. Rs 60 
® Rs. 1*50 per share). Hence, the 
share forfeiture account has been 
credited with an amount of Rs. 320 
only (Rs. 380—60) 


Bank A/c Dr. 

Share forfeiture A/c Dr. 

To Equity share capital A/c 
(Being the re-issuc of 40 forfeited 
shares of Rs. 10 each at Rs. 9 per 
share) 


30,000 

30,000 


29,920 

80 

30,000 


80 

320 


360 

40 

4 CO 


P.S.B.K. 7-83-40 
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(9) Share forfeiture A/c Dr . 

To Capital reserve A/c 

(Being the profit on re-issue of 40 
forfeited shares transferred to capital 
reserve A/c) 


Note. The profit is calculated as 


under: Rs. 

Amount forfeited on 40 
shares @ Rs. 8 per share 320 

Less: Discount allowed 
on re-issue of 40 shares @ 

Re. 1 each (Rs. 10 — 9) 40 

Profit on re-issue 280 


280 


280 


Problem 13. A company invited the public to subscribe 10,000 
Equity Shares of Rs. 100 each at a premium of Rs. 10 per share payable 
on allotment. Payments were to be made as follows: 



Rs. 

On application 

20 

On allotment 

40 

On first call 

30 

On final call 

20 

Applications were received for 

13,000 shares; applications for 


2,000 shares were rejected and allotment was made proportionately to the 
remaining applicants. Both the calls were made and all the monies were 
received except the final call on 300 shares which were forfeited after due 
notices. Later 200 of the forfeited shares were issued as fully paid at 
Rs. 85 per share. 

Pass journal entries. 

(I.LB. Part I, October 1972 ) 

Solution: 

JOURNAL ENTRIES 


SI, Particulars 


L.F. Debit Credit 
Amount Amount 


Rs. Rs. 

(1) Bank A/c Dr. 2,60,000 

To Equity shares application A/c 2,60.000 

(Being application money received on 
13,000 shares @ Rs. 20 per share) 
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(2) Equity share application A/c Dr. 

To Bank A/c 

To Equity share allotment A/c 

To Equity share capital A/c 
(Being the amount on applications 
received transferred to share capital 
for 10,000 shares @ Rs. 20 each, to 
share allotment account for 1,000 
shares towards pro-rata allotment in 
the ratio of 11 : 10, and amount 
returned on 2.0C0 shares for the 
rejected applications) 


(3) Equity share allotment A/c Dr. 
To Equity share capital A/c 
To Share premium A/c 
(Being allotment money due on 
10,000 shares % Rs. 40 per share, 
including premium @ Rs. 10 per 
share as per Board resolution dated 


(4) Bank A/c Dr. 

To Equity share allotment A/c 

(Being the amount received on allot- 
ment of 10,000 shares % Rs. 40 per 
share less Rs. 20,000 received in 
advance along with application 
money) 


(5) Equity share first call A/c Dr. 

To Equity share capital A/c 

(Being amount due in respect of first 
call on 10,000 shares (5) Rs. 30 per 
share as per Boaid resolution dated 


(6) Bank A/c Dr. 

To Equity share first call A/c 
(Being amount of share first call 
received on 10,000 shares @ Rs. 30 
each) 


2,60,000 

40.000 

20.000 
2,00,000 


4,00,000 

3.00. 000 

1 . 00 . 000 


3,80,000 

3,80.000 


3,00,000 

3,00,000 


3,00,000 

3,00,000 
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( 7 ) 


( 8 ) 


( 9 ) 


Equity share final call A/c Dr. 

To Equity share capital A/c 

(Being final call money due on 10,000 
shares @ Rs. 20 per share as per 
Board resolution dated ) 


Bank A/c Dr. 

Calls in arrears (final call) A/c Dr. 

To Equity share final call A/c 
(Being final call money received on 
9,700 shares @ Rs. 20 per share) 


Equity share capital A/c Dr. 

To Calls in arrears (final call) A/c 
To Share forfeiture A/c 

(Being the forfeiture of 300 shares 
fully called up @ Rs. 100 each, for 
the non-payment of final call of Rs. 20 
per share as per Board resolution 
dated ) 


2,00,000 

2,00,000 


1,94,000 

6,000 

2,00,000 


30,000 

6,000 

24,000 


(10) Bank A/c Dr. 

Share forfeiture A/c Dr. 

To Equity share capital A/c 

(Being the re-issue of 200 forfeited 
shares of Rs. 100 each at Rs. 85 per 
share) 


(11) Share forfeiture A/c Dr. 

To Capital reserve A/c 

(Being the profit on re-issue of 200 
forfeited shares transferred to Capital 
reserve account) 


17,000 

3,000 

20,000 


13,000 

13,000 


Note. The profit is calculated as 
under: Rs. 

Amount forfeited on 300 shares 
@ Rs. 80 per share 24,000 

Hence, amount forfeited on 

2C0 shares % Rs. 80 per share 

Less: Discount allowed 
on re-issue of 200 
shares Rs. 15 
each (Rs. 100—85) 

Profit on re-issue 13,000 


16,000 

3,000 
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Notes: (A) The balance of Rs. 8, COO in the share forfeiture 
account is the amount forfeited on 100 shares @ Rs. 80 per share. These 
are the shares which are not yet re-issued. 

The credit balance standing in the share forfeiture account relating 
to the shares forfeited but not yet re-issued is to 6c shown in the balance 
sheet along with share capital. 

(11) Premium received on the original issue of’ the forfeited shares 
is not to be cancelled on the forfeiture of shares because premium once 
collected cannot be cancelled. 

Problem 14. Exe Limited issued a prospectus inviting applications 
for 20,000 shares of Rs. 10 each at a premium of Rs. 2 per share payable 
as under; 


Rs. 

On application 2 

On allotment 5 ( including premium ) 

On first call 3 

On second and final call 2 

Applications were received for -0,000 shares and pro-rata allotment 
was made on the applications for 21,000 shares. Excess money paid on 
applications was utilised towards allotment money. 

Mr Aar, to whom 400 shares were allotted, failed to pay the 
allotment money and on bis subsequent failure to pay the first call, his 
shares were forfeited. 

Mr. Amc, the holder of 600 shares failed to pay the two calls, and 
his shares were forfeited after the second call. 

Of the shares forfeited, 800 shares were sold to Mr. Kay credited 
as fully paid for Rs. 9 per share, the whole of Mr. Aar's shares being 
included. 

Pass the necessary entries in the journal of Exe Limited, 

(/ I.B. Part /. May 1?77) 


Solution: 

In the Rooks of Exe 'Limited 

journal entries 

ESf. Particulars 


L.F. Debit Credit 
Amount Amount 


(I) Bank A/c Dr. 

To Equity share application Aic 
(For amount rcceiscd on 30,000 shares 
@ Rs. 2 per share) 


Rs. Rx. 

to.cco 

00,000 
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(2) Equity share application A/c Dr. 

To Equity share application A/c 
To Bank A/c 

To Equity share allotment A/c 

(Being application money on 20,000 
shares % Ils. 2 per share transferred to 
share capital account, on 4,000 shares 
to share allotment* account towards 
pro-rata allotment in the ratio of 6 : 5, 
and on 6,000 shares amount returned 
for rejecting the applications) 

(3) Equity share allotment A/c Dr. 

To Equity share capital A/c 
To Share premium A/c 

(Being allotment money due on 20,000 
shares @ Rs. 5 per share, including 
premium @ Rs. 2 per share as per 
Board resolution dated ) 


(4) Bank A/c Dr. 

Calls in arrears (allotment) A/c Dr. 
To Equity share allotment A/c 

(Being the amount received on allot- 
ment of 19,600 shares as detailed 
below : Rs. 

Total amount due 1,00,000 

Less : Received in advance 

along with applications 8,000 

Amount due on 20,000 shares 92,000 
*Less : Money due from Aar 

on 400 shares not received 1,840 

Amount received 90,160 


•Note : Money due from Aar on account 
of allotment is not Rs. 2,000, / e. 
Rs. 400x5, but Rs. 1,840 calcula- 
ted as follows : 

Allotment was made for 20,000 shares 
pro-rata to the applicants of 24,000 
shares. 

Therefore, Aar, who received 400 

shares applied for 480 shares 

f 24,000x400 \ 

V 20,000 J 


60,000 


1,00,000 


90,160 

1,840 



;URE Of SHARES 

Application money recei'cd 

application 1-00 -< KS 
surplus towards allotment 

money 


$60 

$00 

160 


2.CC0 

160 

1,840 


Amount due on allotment 

tUOOxRs. 5) 

Less : Surplus adjusted 

Balance due but not receive^ 

To Equity share cap of 

Battled ( &rst call) A/' Dr 

Calls in a " ' fiist call A,c 

To Equity Shares u ^ %ed on 
(Bein' 7 S' 51 cal - “‘Sf’j per stare- 

5^Sas&a»* 

400 shares ana 

shares)^ pr 

, ^ity scare capital A,e D , 

^ol&^O^ores alloted 

IBe^ggM^^SSSfS 

‘° A ^uO ® i^' 3 t *I, Sh rf allotment 
P““£? uon- payment ot M0 jod 

for * , m ounlinS 10 J^ne ns F« 

money*! Rs , per Tte total 

ga^solationdatrf h;nJ on 

^S&aZ-— 


60,000 


57,000 

3, C00 


60.0C0 


60.CCO 


1,840 

1,200 

S60 
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(c) When it is payable from reserve fund in satisfaction of a call 
on shares ; and 

(d) When bonus shares are issued from reserve fund. 

Solution. When a company possesses large reserves as a result of 
its policy not to distribute whole of its profits, but to accumulate them to 
enable the company to meet unforeseen contingencies, and such reserves 
have been accumulated to an amount far in excess of the present or 
future needs of the company, it would then be deemed desirable to 
give the benefit of these huge reserves to the existing shareholders 
by way of compensation for the loss of dividend which they had suffered. 
This can be done by giving bonus to the shareholders, after passing a 
resolution for the same in the general meeting of the shareholders. 

Bonus to shareholders can be declared out of accumulated profits 
(revenue or capital), which are generally there in the balance sheet of the 
company in the shape of profit and loss account (credit balance), reserve 
fund, share premium account, capital redemption reserve account, or 
general reserve. 

When the bonus to shareholders is declared, the following journal 
entry is passed in the books of the company. 

JOURNAL ENTRY 


Date 

Particulars 

L.F. 

Debit 

Amount 

Credit 

Amount 

Year 



Rs. 

Rs. 

M.D. 

Reserve fund A/c 

Dr. 




Profit & loss A/c 

Dr. 




Share premium A/c 

Dr. 




Capitai redemption reserve A/c 

Dr. 




To Share bonus A/c 

(Being the bonus declared out of 
accumulated profits as per the resolu- 
tion dated ) 

The bonus payable to the shareholders can be satisfied by paying 
cash, or by making partly paid shares as fully paid up, or by issuing 
additional shares considered as Bonus Shares. 


ACCOUNTING TREATMENT 

SI. Transactions Accounts 

debited 


(i a ) Bonus to shareholders is 
declared from profits and 
is payable in cash 

(b) When it is payable out of 
reserve fund 


(0 Profit & loss 
appropriation 
(//) Share bonus 

(/) Reserve fund 
(«) Share bonus- 


Accounts 

debited 

Share bonus 

Cash/bank 

Share bonus 
Cash/bank 
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(c) When it is payable from 
leserve fund in satisfac* 
tion of a call on shares 


(d) When bonus shares are 
issued from reserve 
fund 

(This is also called 
capitalisation of reserves) 


Share call Share capital 

(for making the call due) 

Reserve fund Share bonus 

(for declaring bonus out of reserve 
fund) 

Share bonus Share call 

(for utilisation of bonus foi 
payment of call due) 

Reserve fund Share bonus 

(For declaring bonus out of Re- 
serve fund) 

Share bonus Share capital 

(for utilising bonus to issue 
bonus shares) 


(0 

(«) 

m 

(0 

<«> 


A company pays cash bonus when it has accumulated large reverses 
and sufficient cash to pay bonus. 

Bonus shares can be issued only if: 

(0 Articles of Association of the company permit the issue of bonus 
shares. 

(h) There is sufficient balance of unissued shares 
(Authorised -Issued), 

(i/i) Permission of the Controller of Capital Issues regarding issue 
of Bonus Shares has been obtained, and 

(/») The proposals of the directors regarding issue of bonus shares 
have been approved by the shareholders in the general 
meeting 

The Balance Sheet of the company should disclose the amount and 
number of bonus shares. It should also show the source from which tbc 
bonus shares have been issued. 


If the bonus shares are issued at a premium, the entry for declaring 
the bonus will be same as already discussed. But on the issue of bonus 
shares, ‘Share bonus account’ will be debited with the total amount of 
the bonus declared. ‘Share capital account' will be credited with the face 
value of the shares issued and ‘Share premium account, will be credited 
with the amount of premium on the total issue. 


Problem 2. A limited company has resolved to utilise Rs. 5.00.CC0 
out of its reserve fund in declaration of a bonus to the shareholders. The 
bonus, however, is to be applied to the extent of Rs 2.00,000 m pa)Cient 
of final call of Rs. 40 per share on 5,000 shares of Rs. ICO each : and to 
the extent of Rs. 3,00,000 m the issue of 3,000 fully paid shares of Rs. 100 
each to the existing shareholders. 

Draft journal entries necessary to give effect to the abo\c 
resolution. 


(/ i.b. Put r 



52 


ISSUE OF BONUS SHARES 


jlution : 

JOURNAL ENTRIES 


Particulars D.F. Debit Credit 

Amount Amount 


;i) Reserve; fund A/c Dr. 

To Share bonus A/o 

(JJeing the bonus to shareholders 
declared out of reserve fund as per 
Board resolution dated ) 

(2) Equity share final call A/c Dr. 

To Equity share capital A/c 

(Being amount due in respect of 
final call on 5,000 shares of Rs. 100 
each (a) Rs. 40 per share as per 
Board resolution dated ) 

(3) Share bonus A/c Dr. 

To Equity share final call A/e 

(Being the bonus declared applied 
partly in payment of final call of 
Rs. 40 per share on 5,000 shares of 
Rs. 100 each us per Board resolu- 
tion dated ) 


(4) Share bonus A/c Dr. 

To Equity share capital A/c 

t Being the balance of the declared 
bonus utilised for issuing 3,000 
shares of Rs. 100 each as fully paid 
to the existing shareholders us per 
board resolution dated ) 


Rs. Rs. 

5,00,000 

5,00,000 


2,00,000 

2,00,000 


2,00,000 

2 , 00,000 


3,00,QC0 

3,00,000 


Problem 3. A company issued 10,000 equity shares of Rs. 10 each, 
Rs, 8 paid up. A resolution was passed that: 

(n) Profit be used in nuu.ing the partly paid shares as fully paid 

(l>) Further, 1,000 fully pa J shares of Rs. 10 each be issued as 
bonus shares to the existing shareholders by using the follow- 
ing balances appearing in the books: 
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Share premium account— Rs. 2,000. 

Capital redemption reserve— Rs. 4,000. 

Balance be used out of Profit and Loss account. 

Pass Journal entries. 

(I LB . Part f, October 1972) 

Solution: 

JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount Amount 


(a) Equity share final call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of 
final call of 10,000 equity shares of 
Rs. 10 each (5} Rs. 1 pec share as 
per Board resolution dated ) 


(2) Share premium A/c Dr. 

Capital redemption reserve A/c Dr. 
Profit & loss appropriation A/c Dr. 

To Share bonus A/c 
(Being the bonus to shareholders 
declared out of share premium 
account, capital redemption reserve 
account and profit and loss account 
as per board resolution dated—) 


Rs. Rs. 

20.0QQ 

20,000 


2,000 

4,000 

24,000 

30,000 


Note. The total bonus is to be 
utilised in making 10,000 partly 
paid shares as fully paid requiring 
Rs. 20,000, and further to issue 
1,000 fully paid shares of Rs 10 
each, requiring Rs. 10,000. There- 
fore, the total bonus will amount 
to Rs. 30X00. From the share 
premium and capital redemption 
resene only Rs. 6,000 could be 
utilised, and the balance of 
Rs 24.C00 has been used out of 
profit and loss account 
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(3) Share bonus A/c Dr. 

To Equity share final call A/c 

(Being 2/3rd of the bonus declared 
utilised in payment of final call of 
Rs. 2 per share on 10,000 equity 
shares as per Board resolution 
dated ) 


(4) Share bonus A/c Dr. 

To Equity share capital A/c 

(Being the balance l/3rd bonus 
declared utilised for issuing 1,000 
fully paid shares of Rs. 10 each as 
bonus shares to the existing share- 
holders as per Board resolution 
dated ) 


20,000 

20,000 


10,000 

10,000 


Problem 6. Give journal entries for the following transaction 
(, including narration ): 

Y Ltd. had an issued capital of Rs. 15,00,000 in Rs. 100 equity 
shares and undistributed profit of Rs. 10,00,000 (of which Rs. 2,25,000 
was in the share premium A/c). It was resolved to capitalise the profits 
amounting to Rs. 3,75,000 (including the share premium) in paying up 
one equity share for every four equity shares held. 

( l.l.B . Part I, November 1979 ) 

the Books of Y Ltd. 

’on: 


JOURNAL ENTRIES 


Si. Particulars L.F. Debit Credit 

Amount Amount 


Rs. Rs. 

1. General reserve A/c Dr. 1,50,000 

Share premium A/c Dr. 2,25,000 

To Share bonus A/c 3,75,000 

(Being the bonus declared for 
capitalising the undistributed profits 
amounting to Rs. 3,75,000 including 
the amount of Rs. 2,25,000 in the 
share premium A/c) 
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2, Share bonus A/c Dr. 3 75,QC0 

To Equity share capital A/c * * 3,75,000 

(Being the issue of one fully paid 
equity share of R$. ICO each for 
every four equity shares held. Total 
number of bonus shares issued is 
3,750 i.e., Jth of 15,000 shares 
already issued by the Company @ 

Rs. 100 each) 


Problem 5. The following items appear in the Balance Sheet of a 
Limited Company : 


Share Capital : 

Authorised : 

Rs. 

Rs. 

20,000 Equity shares of Rs. 10 each, 


2,C0,CCO 

Issued and paid-up : 



10,000 Equity shares of Rs. 10 each 

Rs. S per sh3re paid up 


SO.OCO 

Reserves and Surplus : 



Share premium 

2,000 


Capital redemption reserve account 

4, COO 


General reserve 

40,000 

46,000 


The Company passed the following resolutions : 

(а) That the general reserve be utilised in making tfcc partly paid 
shares as fully paid up. 

(б) That further 1,000 fully paid equity bonus shares of Rs. 10 
each be issued to the existing shareholders. For this purpose, general 
reserve should be utilised to the minimum extent. 

You are required to pass the Journal entries to record the above 
and show the necessary items in the Balance Sheet as would appear after 
giving effect to the resolution. (Schedule VI particulars may noi be 
given). 


(I.I.B. Part I, October 1976 ) 



9-56 


issue OF BONUS SHARES 


Solution? 


Date 


JOURNAL ENTRIES 


Particulars 


Debit Credit 

L.F. Amount Amount 


(l) Equity share final call A/c Dr. 

To Equity share capital A/c 

(Being amount due in respect of final 
call of 10,000 shares of Rs. 10 each @ 
Rs. 2 per share as per Board resolu- 
tion dated ) 


(2) General reserve A/c Dr. 

To Equity share final call A/c 

(Being the general reserve utilised in 
making the 10,000 partly paid equity 
shares as fully paid up as per Board 
resolution dated ) 


(3) Share premium A/c Dr. 

Capital redemption reserve A/c Dr. 
General reserve A/c Dr. 

To Share bonus A/c 

(Being bonus to shareholders declared 
out of share premium account, capital 
redemption reserve account, and 
general reserve as per Board resolution 
dated ) 


Rs. Rs. 

20,000 

20,000 


20,000 

20,000 


2,000 

4,000 

4,000 

10,000 


Note. As the total bonus is to be 
used for issuing 1,000 fully paid equity 
shares of Rs. 10 each, the total amount 
required is Rs. 10,000. General reserve 
is to be used to the minimum extent, 
therefore, the share premium and 
capital redemption reserve have been 
exhausted in full, before using general 
reserve for the purpose. 


(4) Share bonus A/c Dr. 10 000 

To Equity share capital A/c 

(Being the bonus declared utilised for 
issuing l, 1 00 fully paid equity shares 
of Rs. 10 each to the existing share- 
holders as per Board resolution 
dated ) 
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Extracts of 

BALANCE SHEET OF Co. Ltd 


as on — 

(Liabilities side only) 


Figures 
for the 
previous 
year 

Liabilities & Capital 

Figure 
for th 
eurret 
yet 

Rs. 1 

Share Capital 

Rs. 

2,00,000 

Authorised: 

20,000 Equity shares of Rs. 10 each 

2,00,Q( 

80,000 

Issued and Paid up: 

11,000 Equity shares of Rs. 10 each fully paid up 

1.10, 0( 

2,000 

(of the above shares 1,000 shares are allotted as 
fully paid up by way of bonus shares-^out of 
share premium, capital redemption reserve and 
general reserve) 

Reserves And Surplus: 

Share premium 


4,000 

Capital redemption reserve 

— 

40,000 

General reserve 

16, 0( 


Problem 6. Fine Chemicals Limited has an authorised capital < 
Rs. 5,( 0,000 divided into 5,000 equity shares of Rs. 100 each. Its sul 
scribed capital is Rs. 3,20,000 being 4,000 shares of Rs. 100' each, Rs. 8 
per share paid up. Out of the General Reserve it decided to: 

(i) declare a dividend of Rs. 20 per share t 

(ii) utilise such dividend for making partly paid up shares as full 
paid up ; and 

(W) issue 1,000 bonus shares fully paid up in the ratio of I bom 
share to 4 existing shares. 

Pass the journal entries with proper narration in the books of tl 
Company. 

(l.I.B. Part I t November 197. 


rj5.BJC.«'S3-4l 
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Solution'. 

JOURNAL ENTRIES 

Debit Credit 

Date Particulars L.F. Amount Amount 


(1) Equity share final call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of final 
call of 10,000 shares of Rs. 10 each @ 
Rs. 2 per share as per Board resolu- 
tion dated ) 


(2) General reserve A/c Dr. 

To Equity share final call A/c 

(Being the general reserve utilised in 
making the 10,000 partly paid equity 
shares as fully paid up as per Board 
resolution dated ) 


(3) Share premium A/c Dr. 

Capital redemption reserve A/c Dr. 
General reserve A/c Dr. 

To Share bonus A/c 
(Being bonus to shareholders declared 
out of share premium account, capital 
redemption reserve account, and 
general reserve as per Board resolution 
dated ) 


Rs. Rs. 

20,000 

20,000 


20,000 

20,000 


2,000 

4,000 

4,000 

10,000 


Note. As the total bonus is to be 
used for issuing 1,000 fully paid equity 
shares of Rs. 10 each, the total amount 
required is Rs. 10,000. General reserve 
is to be used to the minimum extent, 
therefore, the share premium and 
capital redemption reserve have been 
exhausted in full, before using general 
reserve for the purpose. 


(4) Share bonus A/c Dr. 

To Equity share capital A/c 

(Being the bonus declared utilised for 
issuing 1,' 00 fully paid equity shares 
of Rs. 10 each to the existing share- 
holders as per Board resolution 
dated ) 


10,000 

10,000 
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Extracts of 

BALANCE SHEET OF Co. Ltd 


as on — 

(Liabilities side only) 


Figures 
for the 
previous 
year 

liabilities & Capital 

Figure: 
for tht 
curren 
yed\ 

Rs. 

Share Capital 

Rs. 

2,CO,QOO 

Authorised: 

20,000 Equity shares of Rs. 10 each 

2,00,001 

80,000 

Issued and Paid up: 

1 1,000 Equity shares of Rs. 10 each fully paid up 

1,10,00< 

2,000 

(of the above shares 1,000 shares are allotted as 
fully paid up by way of bonus shares— out of 
share premium, capital redemption reserve and 
general reserve) 

Reserves And Surplus: 

Share premium 


4,000 

Capital redemption reserve 

— 

40,000 

General reserve 

16,00< 


Problem 6. Fine Chemicals Limited has an authorised capital o 
Rs. 5,( 0,000 divided into 5,000 equity shares of Rs. 100 each. Its sub 
scribed capital is Rs. 3,20,000 being 4,000 shares of Rs. 100 each, Rs. 81 
per share paid up. Out of the General Reserve it decided to: 

(i) declare a dividend of Rs. 20 per share ; 

00 utilise such dividend for making partly paid up shares as full) 
paid up ; and 

(iii) issue 1,000 bonus shares fully paid up in the ratio of 1 bonu. 1 
share to 4 existing shares. 

Pass the journal entries with proper narration in the books of th< 
Company. 

(/./.£. Part /, November 1975 


FJS.B Jt. 6‘13 — 41 
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Solution* 

JOURNAL ENTRIES 

Debit Credit 

Date Particulars L.F. Amount Amount 

Rs. Rs. 

(1) Equity share final call A/c Dr. 20,000 

To Equity share capital A/c 20,000 

(Being amount due in respect of final 
call of 10,000 shares of Rs. 10 each @ 

Rs. 2 per share as per Board resolu- 
tion dated ) 


(2) General reserve A/c Dr. 20,000 

To Equity share final call A/c 20,000 

(Being the general reserve utilised in 
making the 10,000 partly paid equity 
shares as fully paid up as per Board 
resolution dated ) 


(3) Share premium A/c Dr. 2,000 

Capital redemption reserve A/c Dr. 4,000 

General reserve A/c Dr. 4,000 

To Share bonus A/c 10,000 

(Being bonus to shareholders declared 
out of share premium account, capital 
redemption reserve account, and 
general reserve as per Board resolution 
dated ) 


Note. As the total bonus is to be 
used for issuing 1,000 fully paid equity 
shares of Rs. 10 each, the total amount 
required is Rs. 10,000. General reserve 
is to be used to the minimum extent, 
therefore, the share premium and 
capital redemption reserve have been 
exhausted in full, before using general 
reserve for the purpose. 

(4) Share bonus A/c Dr. 10,000 

To Equity share capital A/c 10,000 

(Being the bonus declared utilised for 
issuing 1,' 00 fully pa.d equity shares 
of Rs. 10 each to the existing share- 
holders as per Board resolution 
dated ) 
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Extracts of 

BALANCE SHEET OF Co. Ltd 

as on 

(Liabilities side only) 


Figures 
for the 
previous 

year 

Liabilities & Capital 

Figures 
for the 
current 
yeai 

Rs. : 

Share Capital 

Rs. 

2.CO.OOO 

Authorised: 

20,000 Equity shares of Rs. 10 each 

2,00, Q0( 

80,000 

Issued and Paid up: 

11,000 Equity shares of Rs. 10 each fully paid up 

U0,00( 

2,000 

(of the above shares 1,000 shares are allotted as 
fully paid up by way of bonus shares~out of 
share premium, capital redemption reserve and 
general reserve) 

Reserves And Surplus: 

Share premium 


4,000 

Capital redemption reserve 

— 

40,000 

General reserve 

16.00C 


Problem 6. Fine Chemicals Limited has an authorised capital o] 
Rs. 5,( 0,000 divided into 5,000 equity shares of Rs. 100 each. Its sub- 
scribed capital is Rs. 3,20,000 being 4,000 shares of Rs. 100 each, Rs. 8C 
per share paid up. Out of the General Reserve it decided to: 

(0 declare a dividend of Rs. 20 per share ; 

(li) utilise such dividend for making partly paid up shares as fully 
paid up ; and 

(tii) issue 1,000 bonus shares fully paid up in the ratio of 1 bonut 
share to 4 existing shares. 

Pass the journal entries with proper narration in the books of the 
Company. 

(l.J. B. Part I, November 1975] 


r.S.B.K. 615-41 
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Solution". 


JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount Amount 


(1) General reserve A/c Dr. 

T 9 "Share dividend A/c 

(Being dividend of Rs. 20 per share 

declared for the year ended on a 

capital of 4,000 shares of Rs. 100 each 
Rs. 80 per share paid up as per Board 
resolution dated ) 


Rs. Rs. 
80,000 

80,000 


.(2) Equity share final call A/c Dr. 

To Equity share capital A/c 

(Being the final call money due on 
4,000 shares at Rs. 20 per share as per 
the Board resolution dated—) 

(3) Share dividend A/c Dr. 

To Equity share final call A/c 

(Being the final call on 4,000 shares @ 
-Rs. 20 per share adjusted against the 
dividend declared to make the partly 
paid up shares as fully paid up as per 
Board resolution dated — ) 


(4) General reserve A/c Dr. 

To Share bonus A/c 

(Being the bonus declared out of the 
general reserve as per the Board 
resolution dated — ) 

(5) Share bonus A/c X)r. 

To Equity share capital A/c 

(Being the issue of one fully paid share 
of Rs. 100 each for every four shares 
held in full satisfaction ofthe bonus 
payable. Total number of bonus 
shares issued is 1 , 000 ) 


80,0GO 

80,000 


,-.■80,000 ■ ' 
80,000 


1,00,000 

1,00,000 


1,00,000 

1,00,000 
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, Problem 7. The following particulars have been extracted from 
the Balance Sheet of A.B.C. Ltd. as on 31st December, 1973 : 


Capital 

Nominal : 

5,000 5% Preference shares of Rs. 100 each 
10,000 Ordinary shares of Rs. 10 each 

Rs. 

5.00. 000 

1.00. 000 

• Rs. , 6,00,000 

Issued : , 

2,500 5% Preference shares of Rs. 100 each" 

5,000 Ordinary shares of Rs. 10 each : 

V 2,50,000 
so.ooo 

Rs. 3,00.000 

Reserve Fund 

Profit and Loss A/c’balance * , s 

2,10,000 
: . ‘ 12,000 


During the year 1974 the following resolutions were passed : 

(1) A resolution converting the Preference shares into Preference 
shares of Rs. 50 each. • 

(2) A resolution declaring a bonus of 20% on the Ordinary shares 
to be provided as to half out of Reserve Fund and the remainder 
out of the balance of Profit and Loss.accounb. 

The bonus to be satisfied by the issue- of one fully paid ordinary 
share for five ordinary shares held. 

Give the journal entries which are necessary to carry out the above 
resolutions,' and show how they would affect the balance sheet of the" 
company as at 31st December, 1974. Assume the profit for the year 1974 
amounted to Rs. 40,000. 

(/ I.B. Part I, November 1974) 

Solution: 

Resolution No. 1 

For converting the Preference shares .of Rs/ f00‘ each, into 
Preference shares of Rs. 50. each,- no journal- entry will be passed'in the 
books of accounts of the company. A note will only be made in the 
Balance Sheet under Share capital account that each.Rs. 100 5% 
Preference share has been converted into two Rs. 50 5% Preference 
shares. 1 The face value of the shares will be halved and the number of 
shares will be doubled. The total amount of the shar 
remain the same. 
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Resolution. No. 2 


JOURNAL ENTRIES 


SI. Particulars 


L.F. 


Debit Credit 

Amount Amount 


(1) Reserve fund A/c Dr. 

Profit & loss A/c Dr, 

To Share bonus A/c 

(Being the bonus to shareholders 
declared @ 20% on the 5,000. Equity 
shares of Rs. 10 each fully paid, i.e., 
Rs. 10,000. This amount is provided 
half out of Reserve fund' and the 
remainder half out of Profit and loss 
balance as per resolution No. 2 dated 

(2) Share bonus A/c Dr. 

To Equity share capital A/c 

(Being the declared bonus utilised to 
issue 1,000 fully paid shares of Rs/10 
each as bonus shares to the existing 
shareholders in the ratio of one bonus 
share for every five equity shares 
held) 



BALANCE SHEET. OF A.B.C. Ltd. 



as at 31st December, 1974 



(Liabilities side only) 


Figures 
for the 
previous 
year 

Liabilities & Capital 

Figures 
for the 
current 
year 

Rs. 

Share Capital: 

Nominal : 

Rs. 

5,00,000 

10,000 5% Prereference shares of Rs. 50 each 
(Each Rs. 100 share has been converted into 
two shares of Rs. 50 each) 

5,00,000 

\ i l . 

1,00,000 

10,000 Equity shares of Rs. 10 each 

1,00,000 

6,00.000 


6,00,000 


Rs. Rs. 

5,000 

5,000 

10,000 


10,000 

1 , 0,000 
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Issued: 


2,50,000 

5,000 5% Preference shares 
(Each Rs. 100 share has been 
two shares of Rs. 50 each) 

of Rs.. 50 each 
converted into 

2,50, 00C 

50,000 

6,000 Equity shares of Rs. ,10 each 
(of the above shares 1,000 shares are allotted 
as fully paid up by way of bonus shares half 
out of Reserve fund and half from Profit and 
loss account balance) 

60,001 

3,00,000 

Reserves and Surplus: 


Rs. 

3,10,00i 

2,10,000 

Reserve fund: 


2,10,000 



Less: Transfer to share 
bonus A/c 


5,000 

2,05,00! 

12,000 

Profit & loss A/c: 


12,000 



Less: Transfer to share 
bonus A/c 


5.000 



Add: Profit for the year 1974 


7,000 

40,000 

•47,00! 


Problem 8. On 30th April 1977, the summarised Balance Sheet o 
Corrucraft Ltd. showed the following position: 


Uabilities 

Amount 

Assets 

Amoun 

Share Capital: 

Rs. 

Fixed Assets; 

Rs. 

10,00,00! 

Authorised: 

1,000 .Equity shares 
of Rs. 10 each 

Issued and paid up: 

10,00,000 

Current Assets, 
Loans and 
Advances 

6,14,001 

60,000 Equity shares of 
Rs. 10 each, Rs. 9 per 
share called up 

5,40,000 



General reserve 

3,60,000 



Profit & loss A/c 

1,54,000 



Creditors 

5,00,000 



Proposed dividend 

60,000 




16,14,000 
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All the Company’s annual general meeting, it was decided to: 

(/) Pay dividend @ Re. 1 per share as proposed by directors. 

(if) Declare a bonus of Rs. 5 per share, .to be • utilised partly For 
making the partly paid shares fully paid and then to issue four 
fully paid bonus shares for every ten shares held. 

(Hi) Pay Rs. 30,000 to the Company’s staff as Silver Jubilee Bonus. 

You are required to record these transactions in the Journal of the 
Company and to prepare its Balance Sheet immediately- thereafter. 

{I.I.B. Part 7, August 1978 ) 

Solution: 

JOURNAL ENTRIES 


SI. Particulars L.F. Debit Credit 

Amount Ampunt 


(1) Proposed dividend A/c Dr. 

To Share dividend A/c 

(Being dividend @ Re. 1 per share 
declared for the year ended 30thjApriI 
1977 on a capital of 60,000 equity 
shares of Rs. 10 each. Rs. 9 per share 
paid up as per the Resolution in the 
annual general meeting dated ) 


(2) Share dividend A/c Dr. 

To Bank A/c 

(Being share dividend paid) 


(3) General reserve A/c Dr. 

To Share bonus A/c 
To Bonus to staff A/c 

(Being the bonus declared out' of 
General Reserve to pay Rs. 30,000 to 
the Company’s staff as Silver Jubilee 
Bonus along with a bonus of Rs. 5 
per share on 60,000 shares .as per 
resolution dated ) 


(4) Bonus to staff A/c Dr 

To Bank A/c 

(Being Silver Jubilee Bonus paid to the 
Company’s staff) 


Rs. Rs. 

-60,000 

60,000 


60,000 

60,000 


3,30,000' 

3-00,000 
■ ' 30,000 


30,000 

30,000 
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(5) Equity share final call A/c Dr. 

To Equity share capital A/c 
(Being amount due in respect of 60,000 
equity shares for the final call @ Re. I 
per share as per board resolution 
dated ) i 


(6) Share bonus A/c Dr. 

To Equity share final call A/c 
(Being part of the bonus applied in 
payment of the final call of 60,000 
shares @ Re. 1 per share to make the 
partly paid shares as fully paid up as 
per resolution dated — -) 


'60,000 

. . 60,000 


60,000 , 

60,000 


(7) Share bonus A/c Dr. 2i40,000 

To Equity share capital A/c ’ 2,40,000 

(Being part of the declared bonus 
utilised to issue 24,000 fully paid 
shares of Rs 10 each as bonus shares > • * ’ 

to the existing shareholders in the 
ratio of 10 : 4 to the holders of 60,000 - - * 


shares) 


- ‘ 


BALANCE SHEET OF CORRUCRAFT LTD. 
as at 30th April, 1977 


Liabilities Sc Capital 

Amount 

Assets & Properties 

Amount 

Share Capital: 

Rs. 

Fixed Assets: 

Rs. 

*10,00,000 

Authorised-. 


Investments'. 

— 

1,00,000 Equity shares of 


Current Assets, ■ 


- Rs. 10 each 

10,00,000 

Loans and 


Issued end paid up: 

===== 

Advances: 

*5,24,000 

84,000 Equity shares of 
Rs. 10 each fully paid up 

8,40,000 

Miscellaneous 

Expenditure'. 



(of the above shares 
24,000 shares are allotted 
as fully paid up by way 
of bonus shares— out of 
general reserve) 

Reserves and Surplus: 

General Reserve 

30,000 


Profit & Loss A/c 

Total c/fd 

1.54.000 

10.24.000 

Total c/fd 

15,24,0OQL 
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Total b/fd 

Secured Loans: 
Unsecured Loans: 

Current Liabilities 
and Provisions: 

(A) Current Liabilities: 
Creditors 

(B) Provisions: 
Proposed dividend 


♦Out of the total amount of Current Assets, Loans and Advances 
amounting to Rs. 6,14,000 including Cash and Bank Balances, a sum of 
Rs. 90,000 has been paid in cash— Rs. 60,000 as dividend @ Re. 1 per 
share to the holders of 60,000 shares, and Rs. 30,000 as Silver Jubilee 
Bonus to the Company’s staff, Rs. 6,14,000 — 90,000—5,24,000. 

E 


COMPANY ACCOUNTS— ISSUE AND REDEMPTION 
OF DEBENTURES 

Problem 1 . How would the following be dealt with in accounts ? 

(а) Issue of debentures, 

(б) Debentures issued at par and repayable at par, 

(c) Debentures issued at a premium and repayable at par, 

(d) Debentures issued at a discount and repayable at par, 

(e) Debentures issued at par and repayable at a premium, 

(/) Debentures issued at a discount and repayable at a premium. 

Solution. In addition to raising capital by the issue of shares, 
a company may borrow money by issue of Debentures, which are 
documents acknowledging the amount borrowed and containing pro- 
visions for the repayment of the principal, the payment of interest, etc. 
i.e., the procedure for their redemption. 

Debentures may be issued at par, at a discount or at a premium, 
and are issued in the same way as shares. 

ACCOUNTING TREATMENT FOR ISSUE 
___ AND RED EMPTION OF DEBENTURES 

SI. Transactions Account Account 

Debited Credited 

(A) For Issue of Debentures : 

(1) On receipt of application money Bank Debenture 

application 


10,24,000 Total b/fd 15,24,000 


5,00,000 


15,24,000 15,24,000 
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(2) 

On allotment for transferring _the 
application money to Debentures 
account 

Debenture 

application 

Debentures 

(3) 

For amount due on allotment 

Debenture 

allotment 

Debentures 

(4) 

For receiving allotment money 

Bank 

Debenture 

allotment 

"(5) 

For calls due 

Debenture 
call 

Debentures 

(.6) 

For receiving calls money 

Bank 

Debenture 





(B) For Issue of Debentures at Par and Repayable at Par : 

(i) 

On issue of Debentures at per 

Bank 

Debentures 

(2) 

On redemption of Debentures at par 

Debentures 

Batik 

(€) For Issue of Debentures at Premium and Repayable at Par 

0) 

On issue of Debentures at premium 

Bank 

Debentures 
Premium on 
debentures 

(2) 

On redemption of Debentures at par 

Debentures 

Bank 

(D) For Issue of Debentures at a Discount and Repayable at Pa 

(!) 

On issue of Debenture at a 
discount 

Bank 

Discount on 
issue of 
debentures 

Debentures 

(2) 

On redemption at par 

Debentures 

Bank 


(E) Fop Issue of Debentures at Par and Repayable at a Premiub 

(1) On issue of Debentures at par Bank Debentures 

Loss on Premium on 
redemption redemption 
of debentures of debenture 

Debentures Bank 
Premium on 
redemption 
of debentures 


(2) On redemption of debentures 
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(F) For Issue of Debentures at a 
Premium : 

(1) On issue of Debentures at a 
. discount 


(2) On redemption of debentures 
at a premium 


Discount and Repayable at a 

Bank Debentures 

Discount on Premium on 

issue of redemption of 

debentures debentures 

Loss on 

redemption 

of debentures 

Debentures Bank 

Premium on 

redemption 

of debentures 


Notes : 

‘Debentures’ are shown in the Balance Sheet on the Liabilities side 
under the head “Secured Loans”. 

‘Discouut on issue of Debentures’ appears on the Assets side of 
the Balance Sheet under the head “Miscellaneous Expenditure”. 

‘Premium on Debentures’ is shown in the Balance Sheet on the 
Liabilities side' under the head “Reserves and Surplus”. 

‘Loss on Redemption of Debentures’ is a capital loss and is shown 
on the Assets side of the Balance Sheet untill written off. 

‘Premium on redemption of debentures’ will appear as a liability 
so far as the debentures are not redeemed. 


Problem 2. Write a short note on ‘Debentures Issued as Collateral 
Security Against. Loan’. 

Or 

Explain briefly from a Bank’s view point — ‘Collateral Security’. 

(I. LB. Part 1, November 1973) 


Or 

Give r a short note on ‘Collateral Security’, 

(7./.B. Part /, May 1969) 


Solution: 


Sometimes Debentures are issued as security in addition to any 
other security against loan or bank overdraft. Such an issue of deben- 
tures is known as issue of debentures as collateral security. 

The theme behind such an issue is that if the company does not 
repay the loan and the interest and the main security is not sufficient, 
the bank will be entitled to sell these debentures in the market and 
can recover its loan. If the company repays the loan, the bank will 
return the debentures issued as collateral security. 

Thus, the debentures become alive only when loan is not repaid. 
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As the debentures are issued only as a collateral security, no entry 
is passed in the books of the company on their issue. The fact of such 
an issue of debentures is. however, clearly stated in the Balance Sheet 
as a way of note under the ‘Loan’ as well as under the ‘Debentures’, as 
shown below ; 

BALANCE SHEET OF 

as on — 


Liabilities & Capital Amount 

Properties & Assets 

Amount 

Rs. 


Rs. 

Share Capital : 

Fixed Assets : 


Reserves and Surplus : 

Investments : 

• - 

Secured Loans : 

Debentures 

Current Assets, 

Loans and Advances : 


— > Debentures issued @ 

Rs. each paid up (In 

addition, debentures of 

Rs. each have been issued as 

collateral security) 

(A) Current Assets : 

(B) Loans and Advances : . 

Miscellaneous Expenditure : 

Loans and Advances from Banks 

(Secured by the issue of 

debentures of Rs each as 

collateral security) 



Unsecured Loans : 

Current Liabilities and 

Provisions : 

(A) Current Liabilities : 

(B) Provisions : 




Problem 3. Explain the method of Sinking Fund policy for 
redemption of Debentures and the entries in connection therewith. 

Solution. When a company borrows money by issue of 
debentures which are redeemable at the end of a specitied period, it is 
advisable to provide for their redemption by setting aside annually from 
out of profits a certain sum, and invest the same in outside securities. 
Otherwise it would be very difficult for the company to pay lump-sum at 
the time when the redemption is due. 

The provision for redemption of debentures is usually made by 
creating a Sinking Fund. Under this method, a certain fixed sum is set 
aside out of profits every year and a corresponding amount is invested 
in gilt-cdgej securities, which when accumulated with compound interest 
will be equal to the amount required to redeem the debentures on their 
due date. The amount to be set aside every year is found by reference to 
the Sinking Fund Tables. (Specimen of a Sinking Fund Table is gb^^on^ 
page 2'63). ^ 
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ACCOUNTING TREATMENT 


At the 
end of 
period 

SI. Transactions 

Account 

Debited 

Account 

Credited 

First 

year 

1. For setting aside the required 
sum out of profits for the 
year 

Profit and loss 
appropriation 

Sinking fund 


2. For investing the corres- 
ponding sum in gilt-edged 
securities 

Sinking fund 
investments 

Bank 

Second 

year 

and 

X. For. receiving the periodical 
interest on the said invest- 
ments 

Bank 

Interest on 
sinking fund 
investments 

subse- 

quent 

years 

2. For transferring the interest 
to sinking fund account 

3. For setting aside the required 
sum out of profits for the 
year 

Interest on 
sinking fund 
investments 

Profit & loss 
appropriation 

Sinking fund 

Sinking fund 


4, For investing the annual Sinking fund 
amount along with the amount investments 
received in respect of interest 
on gilt-edged securities 

Bank 


v Last 
year 


1. For receiving the periodical 
interest on the said invest- 
ments 

2. For transferring the interest 
to sinking fund account 

3. For setting aside the required 
sum out of profits for the 
year 

4. For the sale . of specific 
investments 

5. For making payment to 
the debenture-holders to 
redeem the debentures 

6. {a) If there is profit on the 

sale of the investments 


Bank' 

Interest on 
sinking fund 
investments 

Interest on 
sinking fund 
investments 

Sinking fund 

Profit & loss 
appropriation 

Sinking fund 

Bank 

Sinking fund 
investments 

Debentures 

Bank 

Sinking fund 
investments 

Sinking fund 
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(6) If there is loss on the 
sale of the investments 

7. For closing the sinking 
fund account, i.e., when its 
balance is transferred to 
the general reserve account 


Sinking fund Sinking fund 
investments 

Sinking fund General 

, reserve 


Problem 4. A private limited company, being in need of further 
capital, issued debentures to the amount of Rs. 2,00,000. One of. the 
directors took up Rs. 50,000 at a premium of Rs. 5 per cent. ’ A friend 
of his subscribed for Rs. 50,000 at a premium of Rs. 3 percent, while 
Rs. 1,00,000 were issued to the company’s bankers by way of collateral 
security for a loan of Rs. 60,000. 

Show how these transactions would appear in the Company’s 
Balance Sheet and pass journal entries to record the same. 

{I.I.B. Part 1, October 1968) 

Solution: 

JOURNAL ENTRY IN THE BOOKS OF THE COMPANY 


SI. Particulars L.F. Debit Credit 

Amount Amount 


Rs. R*. 

(I) BankA/c Dr. 1,04,000 

To Debentures A/c 1,00,000 

To Premium on debentures A/c 4,000 

(Being issue of Rs. 50,000 deben- 
tures at a premium of Rs. 5 per 
cent, i.e. Rs. 2,500, and of 
Rs. 50,000 debentures at a premium 
of Rs. 3 per cent, i.e. Rs. 1,500) 


Note. When debentures are issued as security in addition to any 
other security ' against a loan or bank overdraft such an issue of deben- 
tures is known as issue of debentures as collateral security. When the 
company repays the loan, the bank will return the debentures issued as 
collateral security. 

No entry need be passed in the books of the company for issuing 
debentures as collateral security- because the debentures are not really 
alive. Debentures become alive only when loan is not repaid. 

The fact of such an issue of debentures must be clearly stated in 
the balance sheet underneath the loan which is thus covered, as shown 
below: 
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BALANCE SHEET OF CO. PVT. LTD. • 


as at- 


Liabilities 

Figures 
for the 
current 
year 

Assets 

Figures 
for the 
current 
year 


Rs. 


Rs. 

Share Capital: 


> Fixed Assets: 

. 

Reserves and Surplus: 


Investments: 


Premium on debentures 

4,000 

Current 


Secured Loans: 


Asssets 

. ■ 

Debentures : 

1,00,000 

Loans and 


(In addition, debentures 
of Rs. 1,00,000 have 


Advances: . 
(A) Current 


been issued as collateral 


assets:. 


security) - , . 

Loans and advances 


Cash at 
bank 

1,64,000 . 

from banks 

60,000 

(B) Loans and 


(Secured by the issue 


advances : 

, 

of Rs. 1,00,000 : 


Miscellaneous 


debentures as 


Expnediture: 

— 

collateral security) 




Unsecured Loans: 


s 


Current Liabilities 




and Provisions: 





1,64,000 


1,64,000 

Note.' When the loan against which the debentures are 

issued as 

collateral security was raised, 

following journal entry would 

have been 

passed in the books of the company; 



JOURNAL ENTRY 


Si. Particulars 


L.F. Debit 

Credit 



Amount 

Amount 


* i 

Rs. 

Rs. 

Bank A/c 

Dr. 

60,00.0 



To Lans & advances from banks ' - 60,000 

(Being loan raised from bank secured ■ 

by the issue of Rs. 1,00,000 debentures 
as collateral security) - 


Problem 5. On July 1, 1974 A Ltd. gave notice of its intention to 
redeem its outstanding Rs. 4,00,00,000 4i% Debenture stock on 
January 1, 1975 at 102 per cent and offered the holders the following 
options: :• •_ 
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(1) To apply the redemption money to subscribe for- 
te) 6% Cum. Pref. shares of Rs. 20 each at Rs. 22’50 per 

share — accepted by the holders of Rs. 1,71,00,000 stock; or 
(6) 6% Debenture stock at Rs. 96 per cent— accepted by the 
holders of Rs. 1,44,00,000 stock ; or 

(2) To have their holdings redeemed for cash, if neither of the 

options under (1) was accepted. _ , _ . 

You arc required to show the journal entries necessary to record 
the redemptions and allotments under (I) (a) and (ft) and to state the 
amount of cash required to satisfy the option (^) 

(/./ B. Part /, May, 197 S) 

Or ” ‘ ' 

A company gave notice of its intention to redeem its outstanding 
Rs. 4,00,00,000 6% Debenture slock at Rs. 102 per cent,, and offered the 
holders the following options: ' . ' 

To apply the redemption monies to subscribe for — 

(a) 5 per cent Cum. Pref. shares of Rs. 20 each at^Rs. 22'50 per 
share. ; / ... , 

(ft) 6 per cent Debenture Stock at 96 per cent. , 
or (c) to have their holdings redeemed for cash. 

Holders of Rs. 1,71,00,000 stock accepted the proposal ( a ).' ' • • 

Holders of Rs. 1,44,00,000 stock accepted the proposal (ft). 

And the remaining stock holders accepted the proposal (c).’ . 

Pass journal entries to record the above transactions. 

( I.I.B. Part I, October 1971 ) 

Solution". 


JOURNAL ENTRIES 


SI. ’ Particulars L.F. Debit Credit 

Amount _ Amount 

Rs. ' Rs. 

(1) 6% Debenture A/c Dr. 4,00,00,000 

Premium on redemption of deben- 
tures A/c frr. 8;00,000 • ' 1 

To 6% Debenture holders A/cs * 4,08,00,000 

(Being amount due for redemption 
of debenture stock transferred to 
debenture holders at Rs. .102 per , 
cent on the value of Rs. 4,00,00,000) 
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Working: 

Amount redeemed 

Rs. 4,00 ,00,000 X 102 
100 

=Rs. 4,08,00,000 


(2) 6% Debenture holder’s A/cs Dr. 1,74,42,000 

To 5% Cumulative preference 

share capital A/c 1,55,04,000 

To Share premium A/c 19,38,000- 

(Being redemption of Rs. 1,71,00,000 
6% debenture stock at Rs. 102 per 
cent by the issue of 7,75,200 5% 
cumulative preference shares of 
Rsl 20 each at a premium of Rs. 2‘50 
per share) 

Workings: 

vi r, 

(a) Amount redeemed 

_ Rs. 1,71,00,000X102 
100 

=>Rs. 1,74,42,000 

( b ) Number of preference shares issued 

__Rs! 1.74,42,000 
“ Rs. 22-50 
=7,75,200 shares 

(c) Amount transferred to share capital 

=7,75,200 shares X Rs. 20 per share 
= Rs. 1,55,04,000 

(d) Amount transferred to share premium A/c 

=7,75,200 shares X Rs. 2‘50 per share 
=Rs. 19,38,000 


( 3 ) 


6% Debenture holders A/cs Dr. 

Discount on issue of Ilnd 6% 
debentures A/c Dr. 


To Ilnd 6% debentures A/c 
(Being redemption of Rs. 
1,44,00,000 6% Debenture stock 
at Rs. 102 per cent by issue of 
1,53,000 Ilnd 6% debentures of 
Rs. 100 each at a discount of Rs.-4 
per debenture) 


1,46,88,000 

6,12,000 

1,53,00,000 
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Workings: 

(а) Amount redeemed 

rt _ 1.44.00,000X102 
~~ Rs ‘ ICO 
c=Rs. 1,46,88,000 

(б) Number of Ilnd 6% debentures issued 

_ Rs. 1,46,88,000 
9b 

« 1,53,000 

(c) Face value of Ilnd 6% debentures 

=Rs. 1,43,000x100 
«=Rs. 1,53,00,000' 

(d) Discount on issue of Ilnd 6% 
debentures 

_Rs. 1,43,00.000X4 
“ 100 
«fi, 12,000 


(4) 6% Debenture holders A/cs Dr. 86,70,000 

To Bank A/c 86,70,000 

(Being redemption of the balance 
Rs 85,00,000 6% debenture stock 
at Rs. 102 per cent by payment in 
cash) 


Workings : 

(a) Balance stock of 6% debentures 

=Rs. 4,00,00,000 -Rs. 1,71,00,000— Rs. 1,44,00,000 
=Rs. 85,00,000 

(h) Amount redeemed 
Rs. 85,00,000x102 
10U 

=z 86, 70,000 


Problem 6. On 1st January 1969, a limited company issued 200 
debentures of Rs. 100 each at a discount of 5 per cent. 

The debentures were repayable at par on 31st December 1978, and 
in accordance with the terms of issue an accumulating sinking fund was 
created by setting aside out of profits of an equal sum at 3lst December 
in each year, the same being invested at compound interest immediately. 

■ P.S.B.K. S-S.W42 
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Taking the annual amount thus set aside to be Rs. 1,590 and the 
rate of interest received on investment 5 per cent per annum : 

{a) Set out the Sinking Fund account and the Investment account 
as they would appear in the company’s books for the five years 
ended 31st December 1973, and show how the particulars as to 
the debentures and relative accounts will appear on the 
company’s Balance Sheet on that date. 

( b ) Explain how the various accounts will be adjusted assuming 
that the repayment of the debentures takes place on the due 
date. Ignore income tax . 

(/ LB. Part I, May 1974) 

Solution:' ' 

(a) DEBENTURES SINKING FUND ACCOUNT 

Dr. Cr. 

Date Particulars L.F. Amount Date Particulars L F. 

Amount 

1969 

Rs. P. 1969 

Rs. P. 

Dec. 31 To Balance 

Dec. 31 By P & L appro- 


c/d 

1, 590;00 priaiion Ale 

1,590-00 


1,590-00 

1,590-00 

1970 

1970 


Dec. 31 To Balance 

Jan. 1 By Balance b/d 

1,590 00 

c/d 

3,259‘50 Dec. 31 By Interest on 


sinking fund 



investment A/c 
@ 5% on 



Rs. I,59G’00 

Dec. 31 By P & L appro- 

79*50 


prition A/c 

1,590-00 


3,259*50 

3,259*50 

1971 

1971 


Dec. 31 To Balance 

Jan. 1 By Balance b/d 

3,259*50 

c/d 

5,012*47 Dec. 31 By Interest on 
sinking fund 


investment A/c 

* 


@ 5% on 



Rs. 3,259*50 

162*97 


Dec* 31 By F & L appro- 



priation A/c 

1,590-00 


5,012*47 

S3 

5,012*47 



ZZ2 ZZZ 3 SS *=3 j 
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1972 1972 

Dec. 31 To Balance Jan. 1 By Balance b/d 5,012"47 

c/d 6,853 09 Dec. 31 By Interest on 

sinking fund 
investment A/c. 

@ 5% on 

Rs. 5,012-47 250-62 

Dec. 31 By P & L appro- 
priation A/c 1,590*00 


6,853-09 6,85309 


1973 


1973 


Dec. 31 To Balance 
c/d 

8,785-74 ; 

Jan. 1 By Balance b/d 
Dec. 31 By Interest on 
sinking fund 
investment A/c 
@ 5% on 

Rs. 6,853-09 

6,853-09 

342-65 



Dec. 31 By P & L appro- 
priation A/c 

1,590-00 


8,785 74 


8,785-74 


= ==== 


. = =* = «=* 

DEBENTURES 5% SINKING FUND INVESTMENT ACCOUNT 

Dr. 



Cr. 

1969 


1969 


Dec. 31 To Bank A/c 

1,590-00 

Dec. 31" By Balance b/d 

1,59000 


(Annual 
amount 
Rs. 1,590-00) 



1,590 00 


1,590 00 

1970 

Jan. 1 To Balance b/d 

1,590-00 

1970 

Dec. 31 By Balance c/d 

3,259-50 

Dec. 31 To Bank A/c 
(Annual 




amount 

Rs. 1,590 00 
-f interest 

Rs. 79 50) 

1,669*50 

3,259*50 


3.259-50 
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Extracts of 

BALANCE SHEET OF Co. Ltd. 

as at 31st December, 1973 - 


Figures 
for the 
previous 
year 

Liabilities' 

Figures 
for the 
current 
year 

Figures 
for the 
previous 
year 

Assets 

Figures 
for the 
current 
year 

Rs. P. 


Rs. P. 

Rs. P. 


Rs. P. 


Share Capital 



Fixed Assets , 



Authorised : 



Investment : 



Issued : 



5% Sinking fnnd . 


Subscribed : 


6,8S3’Q9 investment A/c 

8,785 74 


Called up : 



Current 



Paid up : 



Assets 



Reserves and 



Loans And 



Surplus ; 



Advances : 


6,853-09 Slaking fund AJc 8,785-74 


(A) Current 



Secured 



- Assets 

19,000 


. Loans : 



(B) Loans and 

“ ' ■ 

20,000‘00 Debentures 

20,000-00 


— ^advance — * 

• - 


(200 (5) Rs. 100 each) 


Miscellaneous 



Unsecured 


~ 

"'Expenditure 



Loans 



Discount on issue 


Current 



of debentures 

1,000 00 


Liabilities 
^Provisions : 

(A) Current liabilities : 

(B) Provisions : 

(6) At the end of the last year, i e. on 31st December 1978 5% 
sinking fund investments will be sold, and the sale proceeds will be used 
to redeem the debentures. The undernoted journal entries will be passed 
for adjusting the various accounts : 

JOURNAL ENTRIES 

_ nft tv Debit Credit 

^te Particulars L.F. Amount Am0Unt 

1978 

Dec. 31 Bank A/c Dr. 

To Sinking fund investment A/c 
(For -the amount realised on sate of 
securities) 
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1978 

Dec. 31 ^Debentures A/c Dr. 

To Bank A/c 

(For amount paid to debenture holders 
to redeem the debentures) 


Dec. 31 Sinking fund investment A/c Dr.. 

To Sinking fund A/c 
(For profit on sale of investments 
transferred to Sinking fund A/c) 

Note: Reverse entry will be made if 
there is loss on sale of investments. 


Rs. Rs. 
* 20,000 

* 20,000 




Dec. 31 Sinking fund A/c Dr. 

To General reserve A/c 

(Balance 'in the sinking fund account 
transferred to general reserve) 


♦The debentures were repayable at par, as y per the terms of issue, 
therefore, the total amount payable to the debenture Sholders will not 
exceed the face value of 200 debentures of Rs. 100 each, i.e. Rs. 20,000. 


F 


FINAL ACCOUNTS OF COMPANIES 

Problem 1. Is there any difference between Final fAccounts of 
‘Sole Trader’ and ‘Partnership’ and that of a ‘Company’ ? Explain, if 
there is any. 

Solution. The principles and methods of preparing the final 
accounts of a joint stock company are the same as in the case of a ‘sole 
trader’ or a ‘partnership firm.’ However, the form and the various 
details required to be presented in the final accounts of a company are 
governed by the provisions of the Indian Companies Act 1956, £as 
under : 

‘The Balance Sheet must be in the Form set out in Part I of Schedule 
VI, or as near thereto as circumstances permit’. 

‘The Profit and Loss Account must comply with the requirements 
of Part II of Schedule VI so far as they are applicable’. 

PROFIT AND LOSS ACCOUNT 

There is no need of separate Trading and Profit and [Loss Account 
only one account, called Profit and Loss Account, containing all 
that go into the Trading and Profit and Loss Account will be 
, £ 

Figures relating to the previous year are also to be given. 
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The balance (profit or loss) on Profit and Loss Account is 
transferred to Profit and Loss appropriation account and is not added 
to or deducted from Capital account. 

Although, the Companies Act has not prescribed any standard form 
for the preparation of the Profit and Loss account, but every Profit and 
Loss account of a company is to be prepared in such a form so as to give 
a true and fair view, of the profit or loss of the company. All material 
information is to be disclosed, so that whosoever reads the Profit and 
Loss account, can understand it and is able to form a fair idea of the 
profit earned or loss suffered by the company during the accounting 
period and also the factors leading to the profit or the loss. 

PROFORMA OF PROFIT AND LOSS ACCOUNT 

OF : CO. LTD. 

for the year ended 

Dr. Cr. 


Figures Figures ■ Figures Figures 

relating to Particulars for relating to Particulars for 

previous current previous current 

year year year year 


Rt. RS. 

To Opening stock 
To Purchases 
Less : Returns outward 
To all manufacturing and 
purchasing expenses like 
wages, carriage inward, 
octroi, fuel and power 
etc. 

Add ; Outstandings 
Less : Prepaid 
To Gross profit c/d (if 
there is profit) 


Rs. Rs. 

By Sales 
Less : Returns 
inwards 

By Closing stock 
By Gross loss 
c/d (if there is 
loss) 


To Gross loss b/d 
(if there is loss) 

To All administrative, 
financial, general, sell* 
ing and distribution 
expenses 

Add : Outstandings 
Less ; Prepaid 
To Depreciation on 
sundry assets 

Total c/C d 


By Gross profit b/d 
(if there is profit) 
By Income from 
investments 
Add : Outstandings 
Less : Received in 
advance 

By Interest, dis- 
count and other 
incomes 


Total c/fd 
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1978 

Dec. 31 ^Debentures A/c Dr. 

To Bank A/c 

(For amount paid to debenture holders 
to redeem the debentures) 


Dec. 31 Sinking fund investment A/c Dr.. 
To Sinking fund A/c 

(For profit on sale of investments 
transferred to Sinking fund A/c) 

Note: Reverse entry will be made if 
there is loss on sale of investments. 


Dec. 31 Sinking fund A/c Dr. 

To General reserve A/c 

(Balance in the sinking fund account 
transferred to general reserve) 


Rs. Rs. 
* 20,000 

* 20,000 





♦The debentures were repayable at par, as y per the terms of issue, 
therefore, the total amount payable to the debenture Sholders will not 
exceed the face value of 200 debentures of Rs. 100 each, i.e. Rs. 20,000. 


F 


FINAL ACCOUNTS OF COMPANIES 


Problem 1. Is there any difference between Final ^Accounts of 
‘Sole Trader’ and ‘Partnership’ and that of a ‘Company’ ? Explain, if 
there is any. 


Solution. The principles and methods of preparing the final 
accounts of a joint stock company are the same as in the case of a ‘sole 
trader’ or a ‘partnership firm.' However, the form and the various 
details required to be presented in the final accounts of a company are 
governed by the provisions of the Indian Companies Act 1956 3 as 
under : 

‘The Balance Sheet must be in the Form set out in Part I of Schedule 
VI, or as near thereto as circumstances permit’. 


‘The Profit and Loss Account must comply with the 
of Part II of Schedule VI so far as they are applicable’. 


requirements 


PROFIT AND LOSS ACCOUNT 

There is no need of separate Trading and Profit and [Loss Account 
-only one account, called Profit and Loss Account, containing all 

sufficient S ° mt ° Tradiflg aDd Pr ° fit and Loss Account wifi be 
Figures relating to the previous year are also to be given. 
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The balance (profit or loss) on Profit and Loss Account is 
transferred to Profit and Loss appropriation account and is not added 
to or deducted from Capital account. 

Although, the Companies Act has not prescribed any standard form 
for the preparation of the Profit and Loss account, but every Profit and 
Loss account of a company is to be prepared in such a form so as to give 
a true and fair view, of the profit or loss of the compaoy. All material 
information is to be disclosed, so that whosoever reads the Profit and 
Loss account, can understand it and is able to form a fair idea of the 
profit earned or loss suffered by the company during the accounting 
period and also the factors leading to the profit or the loss. 

PROFORMA OF PROFIT AND LOSS ACCOUNT 

OF CO. LTD. 

for the year ended—— 


Dr. Cr. 


Figures 

relating to Particulars 

previous 

year 

Figures ■ 
for 

current 

year 

Figures Figures 

relating to Particulars for 
previous current 

year year 

Rt. 

Rs. 

Rs. Rs. 

To Opening stock 


By Sales 

To Purchases 


Less : Returns 

Less : Returns outward 


inwards 

To all manufacturing and 


By Closing stock 

purchasing expenses like 


By Gross loss 

wages, carriage inward, 


c/d (if there is 

octroi, fuel and power 
etc. 

Add ; Outstandings 


loss) 

Less : Prepaid 

To Gross profit c/d (if 



there is profit) 



= _„ 


sss= 

To Gross loss b/d 


By Gross profit b/d 

(if there is loss) 


(if there is profit) 

To All administrative. 


By Income from 

financial, general, sell- 


investments 

iog and distribution 


Add : Outstandings 

expenses 


Less : Received in 

Add : Outstandings 


advance 

Less : Prepaid 


By Interest, dis- 

To Depreciation on 


count and other 

sundry assets 


incomes 


Total c/fd 


Total c/fd 
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Total b/fd 

To loss on sale of 
Assets 

To Provision for : 

Interest on debentures, 
bad and doubtful debts, 
Income-tax, etc. 

To Expenses written off, 
e.g. Preliminary expen- 
ses, Discount on issue 
of debentures, Cost of 
issue of debentures or 
shares, etc. 

To Profit transferred to 
Profit and Loss appro- 
priation A/c 
(if there is profit) 


FINAL ACCOUNTS OF COMPANIES 

Total b/fd * 

By Transfer fee 
By Profit on sale 
' of Assets 
By Loss transfered 
to the assets side 
of the balance 
sheet 

(if ihere is loss) 


PROFIT AND LOSS APPROPRIATION ACCOUNT 

In case of a sole proprietorship or a partnership firm, the balance 
of Profit and Loss account is directly transferred to the Capital account/s. 
But in case of a joint stock company, the net profit, as shown by the 
Profit and Loss account, is transferred to Profit and Loss appropriation 
account. This account shows how the profits are disposed of. 

The balance of the account is then shown as a separate item in 
the Balance sheet— under the head ‘Reserves and Surplus’, if there is a 
credit balance. 


■\ PROFORMA OF PROFIT & LOSS APPROPRIATION ACCOUNT 


OF 

CO. LTD. 


for the year ended 


Dr. 


Cr. 

Particulars. Amount 

Particulars 

Amount 

Rs. 


Rs. 

To Transfer to reserves 

To Interim dividend 

To Proposed dividend 

To Share bonus 

To Balance c/d (to the 
liabilities side of the 
balance sheet)- 

By Last year balance b/d 

By Net profit for the year 
b/d from P & L A/c 

By Amount withdrawn 
from general reserve, etc. 
By Provisions, no longer 
required 



BALANCE SHEET 

The Companies Act lays down the form of The Balance Sheet, the 

contents of which are reoroduced on the next nane • 
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FIN At- ACCOUNT'S OF COMPANIES 


As the actual liability arises only on the happening of a contin- 
gency it is not usual to make any provisions for such liabijitiesin the 
accounts. Only the liabilities that have actually accrued due as, on the 
date of the Balance sheet should necessarily be brought into account. 

The Form of Balance sheet as per Part I Schedule VI under Sec. 
21 J of the Indian Companies Act , 1956, requires that Contingent 
Liabilities should be stated in the shape of a foot-note on the iiabiiities side 
of the Balance sheet of the company. 

The amount of any guarantees given by the company, on behalf 
of directors or other officers of the company arc also required to be shown 
separately under this head. 

Problem 3. Give short notes on: Share Capital; Working 
Capital. 

(I.I.B. Part I, May 1969 > 

Solution. Share Capital: Share capital represents the total 
amount of shares subscribed by the shareholders to serve as C3pit3l for 
the company. 

The Share capital is divided into the following categories : 

(a) Authorised Capital. This is also known as Nominal or 
Registered capital of the company and represents the total amount of the 
capital for which the company is authorised to issue shares as per the 
Memorandum of association of the company. 

( b ) Issued Capital. It is the amount of shares that have been 
offered to the public for subscription for cash and/or to the vendors as 
fully or partly paid shares. 

(c) Subscribed Capital. This represents that part of the issued, 
capital which is subscribed (applied for) by the public and .the vendors. 

( d ) Called up Capital. It is that amount of the subscribed, 
capital which represents the amount of money called-up on the shares 
actually subscribed. 

• (r) paid up Capital. It is that portion of the called up capital ' 

which has actually been paid up by the shareholders as also to the extent 
to the shares have been issued as paid up. 

Working Capital: Th/s term is used to denote the balances of 
paid up capital of the company left for working the business after Pavine 
for its fixed assets. v J 6 


(Working capital = Paid-up capital— Fixed assets). 
t Tl J‘ s lcrrn ^ also a PPhed to the amount by which the ‘liquid’ or 
curVe "t liabUrt’e's. , ‘*' * rallsabIs a5sels oS any concern, exceed Us 
(Working capita!=Current or Liquid asseis-C urrent liabilities). 
Capit^RcW 4 ' whatisth = di ®™>ce between Reserve Capital and 
. ci.. D _ . <1 ! - B - Pa" I, October 1972 ) 

lution determine thaHny portion oflTfebd capiSthichhas 
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not been called up, shall not be called up, except in the event of and 
for the purpose of winding up. Such portion of the share capital is 
known as Reserve Capital. This part of the Share capital cannot be 
called up during the life time of the company. 

Capital Reserve, Capital Reserve is a reserve which has been 
accumulated out of capital profits and surpluses and is not available for 
distribution as dividend amongst the share holders. Share Premium and 
Capital Redemption Reserve Account should not be credited to Capital 
Reserve; as these accounts are to be kept separate. Only profit or a 
surplus of capital nature can.be credited to such a reserve.. 

Following are the examples of profits or surpluses which can be 
credited to capital reserve: 

1. Profit on re-issue of forfeited shares. 

2. On purchase of a business by the company, if the price paid for 
acquiring net assets (Assets taken over — liabilities taken over) is less than 
their value, i.e. when the value of net assets acquired is more than the price 
paid for them, the difference is transferred to Capital Reserve account. 

3. " Profits prior to incorporation of the company. 

4. Premium received on issue of debentures, or profit on redemp- 
tion of debentures where the distribution of such profits is not permitted 
by the Articles of association of the company. 

5. Capital profits on sale of fixed assets, when these are not 
availble for distribution as dividend by the. Articles of association of the 
company, or where the profits have not been realised, or where the profit 
is realised but is likely to be wiped out by the deficiency on revaluation 
of other assets. 

Problem 5. From the following Trial Balance and particulars 
given prepare Trading, Profit and Loss account and Balance sheet as on 
31st December, 1966 of X. Y. Private Ltd. 

Stock 31st December, 1965 
Sales 
Purchases 
Wages 
Discount 
Salaries 
Rent 

General expenses 
Insurance 

Profit & Loss A/c— 31st December, 1965 
Dividend paid— March, 1966 
Interim dividend paid— July, 1966 
Capital— 1,000 shares of Rs. 10 each 
Debtors and Creditors 
Plant and machinery 
Cash and Bank balances 

Total c/fd 


Rs. 

Rs. 

7,500 

35,000 

24,500 

5,000 


700 

500 

750 


495 


1,705 


275 

1,500 

500 

400 

10,000 

3,750 

1,750 

2,900 

1,345 


49,820 

48,750 


FINAL ACCOUNTS OF COMPANIES 
Total b/fd 

Reserve 

Loan to Managing Director 
bad debt 
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49,820 48,750 

1,550 
330 
150 

50.3CO 50,300 


(1) Closing stock Rs. 8, 2C0. 

(2) Depreciate machinery by 10%. 

(3) Provide 5% for discount on debtors and 5% on creditors. 

(4) Provide 10% on net profit for commission to Managing 
Director. 

(5) Rent outstanding Rs. 60. 

(6) Unexpircd insurance Rs. 25. 

Omit paisa. ( LI.B . Part /, May 1967) 

Solution: 


X.Y. Private LTD. 

TRADING AND PROFIT ’& LOSS ACCOUNT 
for the year ended 31st December, 1966 


Dr. 


C . 


Particulars Details 

Amouut 

Particulars Details 

Amount 


Rs. 

Rs. 

Rs. 

Rs. 

To Opening stock 


7,500 

By Sales 

35,000 

To Purchases 


24,500 

By Closing stock 

8,200 

To Wages 


5,000 



To Gross profit c/d 


6,200 





43,200 


43.2C0 



= ==== 


a = = 

To Discount (allowed) 


700 

By Gross Profit 


To Provision for discount 


b/d 

6,200 

on debtors 



By Discount 


(@ 5% on Rs. 3,750) 


187 

(earned) 

500 

To Salaries 


750 

By Provision for 


To Rent 

495 


discount on 


Add: Outstanding 

60 

555 

creditors 



■ ■* 


15% on Rs. 1,750) 

87 

To General Expenses 


1,705 



To Insurance 

275 




Less: Unexpircd 

25 

250 



To Bad debts 


150 



To Depreciation; 





On machinery 





(<S 10% on Us. 2,900) 


290 



To Net profit c/d 


2,200 





6,787 


6,787 
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X.Y. Private Ltd. 

PROFIT & LOSS APPROPRIATION ACCOUNT 
for the year ended 31st December, 1966 
Dr. ( ~ r ' 


Particulars 

Amount Particulars 

Details Amount 


Rs. 

Rs. 

Rs. 

To Dividend paid 

5G0 By Balance b/d 



To Interim dividend 

Upto 31-12-1965 

1,500 


paid 

400 • For the current 



To Commission to 

year 

2,200 

3,700 

Managing Director 


— 


10% of net profit 




of Rs. 2,200) 

220 



To Balance c/d 

2,580 




3,700 


3,700 


rs cd zs : a 


= ==== 


X.Y. Private Ltd. 




BALANCE-SHEET 




as op 31st December, 1966 



Liabilities 

Details Amount Properties 

Details Amount 

& Capital 

& Assets . 




Rs. Rs, 

Rs. 

Rs. 

Share Capital 

Fixed Assets: 



Authorised: 

(a) Plant & 

' 


1,000 shares of 

Machinery 

2,900 


Rs. 10 each 

10,000 Less: Deprecia- 




= ==== tion @ 10% 

290 

2,610 

Issued, Subscribed , 

Investments: 



Called and Paid up: 

Current Assets 


■ : 

1,000 shares of 

Loans and 


* 

Rs. 10 each 

10,000 Advances: 



Rsserves and 

(A) Current Assets 


Surplus: 

Stock-in-trade 


8,200 

Reserve 

1,550 Debtors 

3,750 


Profit & Loss 

2,580 Less: 5% Provi- 



Secured Loans: 

sion for discount 


Unsecured 

on debtors 

187 

3,563 

Loans: 




Current Liabi- 

Cash and Bank 



lities and 
Provisions; 

balances 


1,345 

t 7 

Total c/d 

14,130 Total c/d 


15,718 
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Total b/d 14,130 

(A) Current Liabilities ; 

Sundry creditors 1,750 

Less : Provision 
@ 5% for discount 
on creditors 87 1,663 

Outstandinge xpenses: 
for Rent 60 

for Commission to 
Managing Director 220 280 


Total b/d 

(B) Loans and Advances: 
Unexpired 
insurance 

Loan to Managing 
Director 
Miscellaneous 
Expenditure 


15,718 

25 

330 


(B) Provisions 


16,073 


16,073 


Problem 6. ABC Ltd., a company with an authorised capital of 
Rs. 2,00,000 in shares of Rs. 10 each closes its books of accounts on 31st 
December, 1968. 

1 ■ ; i- lg and Profit and loss 

accot : 1 • : : ‘ • . ! * ,i Balance sheet as at 

that • ■ • adjustments: 



Rs. 

Rs. 

Share capital account 


1,15,000 

Debtors 

60,000 

Rent received 


5,000 

Rent paid 

6.C00 

Balance at bank 

30,000 


purchases and Returns 

2,95,000 

2,000 . 

Sales and Returns 

9,000 

3,55,000 

Stock— 1st January 

35,000 

Bad debts written off 

4,000 


Bad debts provision 

1,000 

5, COO 

Cash in hand 


Rates and taxes 

2,500 


Salaries 

33,000 


profit and loss account— 1st January 

50,000 

Fixtures and fittings 

15,000 

20,000 

Creditors 


Discount • 

1,200 

2,000 

Advertisement 

4,000 


Interim dividend 

7,000 


Sundry expenses 

2,500 


Printing and stationery 

3,800 


Goodwill 

45,000 






5,54,000 

5,54,GC0 


• P.S B.K. 8 33—43 
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$ e Sfo^Smber / 1968 was valued at Rs. 45,000. 

Depreciate furniture by 10%. - 

Provide Rs 5,000 for General. Reserve. . 

Rates and taxes include Rs. 400 for the following year ^ 

Rent payable Rs. 500 for balance of rent for the year ended 

31st December 1968 is to be provided. amount paid : 

Advertisement account includes R^ 2^000 t November 1969) 
in advance. x * 


\ - f 
< 2 ) 
•13) 
<4) 

(5) 

( 6 ) 


Solution: 


A. B C LTD 

TRADING AND PROFIT AND LOSS ACCOUNT 
for the y<jar ended 31st December, 1968 



To Stock— (1st January) 35,000 

To Purchases 2,95,000 

Less : Returns 2,000 2,93,000 

To. Gross Profit c/d 

(Balancing figure ) 63,UIU 

3,91,000 


To Rent: 


Paid 

6,000 

Less: Received 

5,000 


1,000 

Add: Outstanding 

500 


1,500 


By Sales 3,55,000 

Less : Returns 9,000 3,46,000 

By Stock — 

(31st December) , 45,000 


3,91,000 

By Gross Profit b/d 63,000 

By Discount: 

Earned 2,000 

Less: Allowed 1,200 800 


To Bad debts written off 

4,000 

To Rates &. Taxes 

2,500 


Less: Pre-paid for 

the following year 

4C0 

2,10Q 

To Salaries 


33,000 

To Advertisement: 

Paid 

4,000 


Less: Paid in adv. 

2,000 

2,000 

To Sundry expenses 


2,500 


To Printing & stationery 3,800 

To Depreciation: 

On Furniture 

(@ 10% on Rs. 15,000) 1,500- 

To Net Profit c/d 13,400.. 


63,800 


63,800 
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ABC Ltd. 

PROFIT & LOSS APPROPRIATION ACCOUNT 
for the year ended 31st December, 1968 
Dr. Cr. 


Particulars 

Amount 

Particulars 

Details Amount 

■ To General Reserve 

Rs. 

By Balance b/d: 

: Rs. 

Rs. 

(amount transferred) 
To Interim Dividend 

5,000 

As on 1st Jan. 

Add: Profit for the 

50,000 


(paid) 

7,000 

year 

13,400 

63,400 

To Balance c/d . 

51.400 

63.400 


63,400 


BALANCE SHEET OF A B C LTD. 
as at 31st December, 1968 

Liabilities Amount Properties Details Amount 

& Capital & Assets • 


Share Capital; Rs. 

Authorised: 

20,000 Equity 

shares of Rs. 10 each 2,00,000 

Issued, Subscribed, ===«= 

Called and Paid up; 

11,500 Equity shares of 
Rs. 10 each fully paid up 1,15,000 
Reserves and Surplus: 

Genera! Reserve 5,000 

Profit and loss A/c 51,400 

Secured Loans: — 

Unsecured Loans: — 

Current 
Liabilities and 
Provisions: 

(A) Current Liabilities: 

Creditors 20,000 

Outstanding 

expenses : Rent 500 

(B) Provisions — 


Fixed Assets: Rs. Rs. 

(a) Goodwill 45,000 

(.6) Fixtures & 

Fittings 15,000 
Less: Deprecia- 
tion @ 10% 

for the year 1,500 13,500 

Investments: — 

Current Assets, 

Loans and 
Advances: 

(A) Current Assets: 

Stock on hand 45,000 

Debtors 60,000 

Less: Bad debts 

provisions 5,000 55,000 

Cash at bank 30,000 

Cash in hand 1,000 

(B) Loans & Advances: 

Prepaid Expenses: 

Rates & taxes 400 
Advertisement 2,000 2,400 

Miscellaneous 

Expenditure — 

1,91,9000 


1,91,900 




9*92 


FINAL ACCOUNTS OF COMPANIES 


Problem 7. A. B. C. Manufacturing Co. Ltd. was registered with, 
a nominal capital of 5,000 shares of Rs. 10 each, of which 4,000 shares 
had been issued and fully paid. 

The following Trial Balance was extracted as on 31st December 

1968: 



Rs. 

Rs. 

Stock (January 1st) 

18,600 


Manufacturing wages 

10,900 


Coal and coke 

1,900 


Purchases and sales 

82,100 

1,16,900 

Machinery repairs 

860 


Carriage inward 

860 


Carriage outward 

490 

■ 

Interim dividend 

2,000 


Bank loan 


5,000 

interest on loan 

125 


Sundry debtors and creditors 

16,440 

9,220 

Profit and loss account (January 1st) 


2,200 

Balance at bank 

1,680 


Cash on hand 

190 


Leasehold factory 

6,420 


Machinery and plant 

7,840 


Loose tools 

1,250 


Share capital 


40,000 

Calls in arrears 

100 


Rent, rates and light (factory 

1,740 


Rs. 1,400, office Rs. 340) 



Directors fees 

1,200 


Office salaries and expenses 

1,420 


Office furniture 

500 


Commission 

865 


Returns 

1,260 

980 

Preliminary expenses 

600 


Transfer fee 



Goodwill 

15,000 

4U 


1,74,340 

1,74,340 


and J°s U accou r nt for1h° f ad Proft 

into consideration the follow.^: 1S “ December after tafcins 
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(1) Write off one- third of the preliminary expenses. 

(2) Depreciate" machinery and plant by 10% and office furmturcT~"* 
by 10%. 

(3) Provide for outstanding manufacturing wages Rs. 1,800 and 
office salaries Rs. 1,200. 

(4) Interest on Bank loan is due for the half-year ended 31st 
December 1968— Rs. 125. 

(5) The stock was valued at Rs. 12,480 and loose tools at 
Rs. 1,000. 

Solution: ( Ll.B . Part /, May 1959) 

A.B.C. MANUFACTURING CO. LTD. 

MANUFACTURING (TRADING) AND PROFIT AND LOSS 
ACCOUNT 

for the year ended 31st December 1963 
Dr. Cr. 


Particulars Details 

Amount 

Particulars 

Details 

Amount 


Rs. 

Rs. 


Rs. 

Rs. 

To Stock 



By Sales 

1,16,900 


(January 1st) 


18,600 

Less: Returns 

1,260 

1,15,640 

To Purchases 

82,100 






Less : Returns 

9S0 

81,120 

By Stock on 




— 


hand 


12,480 

To Manufacturing 






wages 

10,900 





Add; Outstanding 

1,800 

12,700 




To Coal and coke 


1,900 




To Machinery 






repairs 


860 




To Carriage 






inward 


860 




To Rent, rates and 






light (Factory 






share) 


1,400 




To Depreciation: 






On Plant 






(© 10% on 






Rs. 7,840) 


784 




On Loose tools: 






Purchased 

1,250 





Less: Stock in 






hand 

1,000 

250 




To Gross profit c/d 


9,646 






1.2S.120 



1,28,120 
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final accounts of companies 


Particulars Details Amount Particulars 



Rs. 

Rs. 

To Carriage 

outward 

To Interest on 

Bank loan: 


490 

Paid 

125 

250 

Add: Outstanding 

125 

To Rent, rates and 

light (Office share) 


340 

To Director’s fees 


1,200 

To Office salaries 
and expenses: 

1,420 


Paid 

Add : Outstanding 

2,620 

for office salaries 

1,200 


By Gross Profit b/d 
By Transfer fee 


To Commission 865 

To Preliminary 
expenses (l/3rd of 
Rs. 600 written off) 200 

To Depreciation: 
on Office Furniture 
(@ 10% on Rs. 500) 50 

To Net Profit c/d 3,671 

9,686 


Amount 

Rs. 

_ 9,646 

40 


9,686 


' A.B.C. MANUFACTURING CO. LTD. 
PROFIT AND LOSS APPROPRIATION ACCOUNT 

for the year ending j 31st December 1968 


Dr. 




Cr. 

Particulars • 

Amount 

Particulars 

Details 

Amount 

To Interim dividend 

Rs. 

2,000 

By Balance b/d 

Rs. 

Rs. 

To Balance c/d 

3,871 

As on 1st January 
Add: Profit for the 

2,000 


• 


year 

3,671 

5,S71- 


5,871 


5,871 



INAL ACCOUNTS OP COMPANIES 


9-95 


A.B.C. MANUFACTURING CO. LTD. 
BALANCE SHEET 

as at 31st December 1968 


Jab i lilies Details Amount 

& Capital 

Properties Details Amount 

& Assets 

Rs. 

Rs. 

Rs. 

Rs. 

share Capital : 


Fixed Assets : 



Authorised : 


(a) Goodwill 


15,000 

5,000 shares of 


(b) Leasehold 



Rs. 10 each 

50,000 

factory 


6,420 

Issued, 

=*=>» 

(c) Machinery 



Subscribed, 


and Plant 

7,840 


Called and 


Less : Depreciation 



Paid up : 


@ 10% 

784 

7,056 

4,000 shares @ 


(</) Office Furniture 

500 


Rs. 10 each 40,000 


Less : Depreciation 



Less : Calls in 


@10% 

50 

450 

arrears 100 

39,900 


— 


Reserves and 


Investments \ 



Surplus : 


Current Assets, 



Profit & Loss A/c 

3,871 

Loans and 



Secured Loans : 


Advances : 



Bank Loans 

5,000 

(A) Current Assets : 



Unsecured Loans : 

— 

Loose Tools 

1,250 


Current Liabilities 


Less : Depreciation 

250 

1.C00 

and Provisions : 



— 


(A) Current Liabilities : 


Stock-in-trade 


12,480 

Sundry creditors 

9,220 

Sundry Debtors 


16,440 

Outstanding expenses : 


Cash at bank 


1,680 

Manufacturing 


Cash in hand 


.190 

wages 1,800 


(B) Loans and Advances 



Interest on 


Miscellaneous 



bank loan 125 


Expenditure : 



Office salaries 1,200 

3,125 

Preliminary expenses 

600 




Less : l/3rd written off 

200 

4QQ 


61,116 



61,116 



/ 
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BALANCE SHEET 
OF CO. LTD. 

as at 31st December 1972 


Liabilities Demils 

and Capital 

Amount 

P r °P ert * es Details Amount 
and Assets 

Rs. 

Share Capital : 

Authorised : 

Rs. 

Rs. 

Fixed Assets ; 

{a) Machinery 

Rs, 

10,000 Equity shares 


at cost 2,30,000 


of Rs. 10 each 

1,00,000 

Less : Depre- 


~ 

— — — — 

ciation upto 

31-12-1971 69,000 


Issued, Subscribed, 


— 


Called and Paid up : 


1,61,000 


10,000 Equity shares 
ofRs. 10 each fully 


Less : Deprecia- 
tion by 10% of 


paid up 

1,00,000 

cost for 1972 23,000 1,38,000 

Reserves and 

(b) Delivery vehi- 


Surplus : 


cles at cost 30,000 


General Reserve 

29,000 

Less : Depre- ' 


Profit & Loss A/c 

12,000 

ciation upto 


Debenture Redemp- 


31-12-1971 12,000 


tion fund 

Secured Loans : 

45,000 

18,000 


5% Debentures 

80,000 

Less : Deprecia- 


Unsecured Loans : 

— 

tion by 20% of 


Current Liabilities 
and Provisions : 

(A) Current Liabilities : 


cost for 1972 6,000 

Investments : 

12,000 

' \ Creditors 

28,000 

Debenture 


Outstanding 


redemption fund 


expenses : 

Audit fees 1,000 


investments 

Current Assets, Loans 

45,000 

' Compensation. to 


and Advances : 

‘ 

an ex-Director 6,000 

. 7, COO 

(A) Current Assets : 
Stock-in-trade 

52 000 

(B) Provisions : 


Debtors 

38,000 

Provision for tax 


Bank Balances 

30,000 

liability 9,000 

Proposed dividend 


(B) Provisions : 
Miscellaneous 

(@ 5% on the paid 
up capital of 

Rs. 1,00,000 5,0C0 

14, COO 

Expenditure 



3,15,000 


3,15,000 
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Problem 9. The Directors of Evcrlast Limited ask you to prepare 
the profit and Loss Account for the year ended 31st December, 1979 and 
the Balance Sheet (in the prescribed form) as on that dale. The balances 
on the books after closing the Trading Account are as follows: 


Debit 


Credit 


Land and Buildings— 

Rs. 

Equity Share Capital 

Rs. 

at cost 

‘ 5,00.000 

(Rs. 80 paid up) 

6,00.000 

Plant— at cost 

8.CO.COO 

Share premium Account 

1,C 0,000 

Investments: (At cost) 
Stock of Finished 

Goods (at cost) as on 

2,00,000 

Depreciation provided 
up to 31st December, 
1978: 

31-12-79 

70,000 

On Land & Building 

1,50, COO 

Balances with Scheduled 

On Plant 

1,00,000 

Banks on Current 


General Reserve 

1,10,000' 

Account 

60,000 

6% Debentures (Secured 

Cash on hand 

700 

by mortgage on Fixed 


Sundry Debtors 

Income Tax deducted 

1.00,000 

Assets) 

Profit and Loss Account 

3,50,000 

at source on dividend 

2,300 

1st January 1979 

25.CC0 

Establishment expenses 

65,000 

Sundry Creditors 

80.000 

Rent and Taxes 

Interest on Debentures 

6,000 

Dividends (Gross) 

Gross Profit as per 

10,000 

upto 30th June 1979 
Audit fees 

Director’s fees 

10,500 

2,500 

14,000 

Trading A/c 

3,06,700 

Sundry expenses 

7G0 

18,31,700 


18,31,700 


You ascertain that: 


(c) The Authorised Capital of the Company is Rs. 10,00,000, 
dividend into 10,000 Equity Shares of Rs. 100 each. 

(6) Market value of Investments as on the date of balance sheet is 
Rs. 2,25,0 0. 

(c) Depreciation is to be provided on the written down value of 
Land and Buildings at 5 per cent and Plant at 10 per cent. 

(</) Provide for remuneration due to the Managing Director at 
5 per cent of the net profits before charging such remuneration. 

(e) Provision for Taxation is to be made at 50 per cent of the net 
profit. 

(y) Directors transfer Rs. I5.0CO to General Rcscry**— - md 
recommend a dividend at 10 per cent on Equity Shares; . 

{U.B. Pert J~-Qcto 





rco^-r OP BVERLAf ^ 

• Particulars 

— - . for f/ie r ° 

• ilars A m0lint year 

particulars y 


Cr. 



To Establishment 

expenses 
T o Rent, rates & 6jG0 0 

taxes 2,500 

To Mdb fees l4 Q00 

ltssr*r- *» 

To Interest on 

Debentures 

*%S w - 500 

°S«“S« »■“ 

31 — 

(@ 5% ontbe 
-v^DVofR s - 17,500 

3,50,000) 

To Depreciation 

on !^w®v° / f 

RS. i.oojioo) 


_ RS. 

3v Gross pro&t 3^6,100 

b/d . 

By DWi^’ ads* o 00 

Gross 


•Less: lnc°^ d 

Tax deduct QQ 
a t source 


7,1 0C 


70,000 

TJ 6.700 


To “Mauasiug 

SSuon 

Set- Profit 


5,885 

1,U,815 
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PROFIT & LOSS APPROPRIATION ACCOUNT 
Dr. , Cr. 



Rs. P. 

Rs. P. 

To Provision for taxation 
(50% of Rs. 1,11,815) 

By Balance b/d 
55,97*50 By Net Profit 

25,000-00 

1,11,815*00 

To Transfer to General 
Reserve 

15,000 00 


To Dividend (Proposed) 
@ 10% on Rs. 6,GO,COO 

60,00000 


To Balance c/d 

5,907*50 



1,36,815*00 

1,36,815-00 


= = = == 

===== 
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Problem 10. A.B.C. Ltd. was registered on 1st January 1973 with 
a Nominal capital of Rs. 15,00,000 divided into 5,000 6/ Preference 
shares of Rs. 100 each and 10,000 Ordinary shares of Rs. 100 each. 

The following are the other balances as' on 3.1st December 1973: 


Rs. 


Carriage inwards 

Advertising 

Fuel and lighting 

Packing charges 

Machinery repairs 

Truck expenses 

Miscellaneous expenses 

Ordinary share capital fully paid 

Preference share capital 

Director’s fees 

Buildings at cost 

Machinery at cost 

Goodwill 

Stock taken over from predecessor company 

Cash in hand 

Motor vehicles at cost 

Purchases 

Purchases returns 

Factory wages * 

Salaries (including Managing Director’s Rs. 15,000) 
and travellers’ commission 
Rents, rates and insurance 
Sales 

Sales returns 
Discount {Debit) 

Bad debts written off 

Legal and accountancy charges 

Debtors 

Creditors 

Cash at bank 

Preliminary expenses 


, 4,773 
1,654 
2,163 
542 
177 
913 
1,022 . 
5,00,000 

5.00. 000 

1.500 
90,300 

7 . 00 . 000 
66,700 
50,000 

210 

50.000 
1,10,500 

3,700 

25.000 

25,000 

5,100 

2,20,000 

6,619 

2.500 

1.500 

2.500 

25.000 

10.000 
25,000 
35,027 


You are required to prepare a Trading and Profit and Los 
account for the year ended 31st December 1973 and a Balance Shee 

adjustment ^ ‘“^ration the followta 


( 1 ) 

( 2 ) 

(3) 

(4) 

(5) 


Rent paid in advances 
Traveller s commission owing 
Insurance prepaid c 

Depreciate U) Motor Vehicles by 

cf ? i. ^ Buiidin gs by 
Stock on hand 


. 3 

( I.l.B. Part /, November 
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A.B.C. Ltd. 

TRADING AND PROFIT & LOSS ACCOUNT 
for the year ended 31st December 1973 
Dr. Cr. 


Particulars 

Details Amount Particulars Details Amount 

To Opening stock 

Rs. Rs. Rs. Rs. 

By Sales 2,20,000 

(taken over from 

Less: returns 6,619 2,13,381 

pedcccssor 

— — — 

company) 

50,000 By Stock on hand 35,000 

To Purchases 

1,10.500 

Less: Returns 

3,700 1,06,800 

To Factory wages 

25,000 

To Carriage inwards 

4,773 

To Fuel and lighting 

2,163 

To Gross profit c/d 

59,645 

( Balancing figure) 

•! . , 


2,48,381 2,48,381 

• To Advertising 

1,654 By Gross 

To Packing charges 

542 profit b/d 59 645 

To Machinery repairs 

177 

To Truck expenses 

913 ' 

To Miscellaneous 


expenses 

1,022 

To Directors fees 

1,500 

To Salaries and Tra- 


vellcrs Commission 

10,000 

Add: Outstanding 

250 10,250 


To Managing director’s 
salaries 15,000 

To Rent, rates, and 


insurance 

Less: Rent paid in 

5,100 


advance 

150 


Lesr. Insurance 

4,950 


prepaid 

150 

4,800 

To Discount 


2,500 

To Bad debts (written 

off) 

1,500 


Total c/d 


59,645 


P.S.B.K. S &3— 14- 


39,258 


Total c/d 







findtcooun- 

cbaf& eS 


39 , 85 ^ 

2,500 


Total bjd 


59,645 


; bats^ 

e „tofS>'* s 5 9 foO ^ 30 ° 

ildings _J — ■ 


Profit Sce’shM 1 
i to balance su 


19,645 




,3 __ . — 

— — ' ~ proper iieS 

Arriou nt & Assets 



Rs. 


Cap' taV * 

'“!«/ ?i'* tence h 5 , 00,000 

6 /o fR 3 100 ea* 

M MM f* eS lO.OO.OW 

Rs . 100 each 


| Subscribed; 

Vs&k 

; es TfRs. 100 each 
\j paid up 


E 4 «d Assets'. 

la) Goodwill 

si.000 

^ SS ’• UoT “ T 7,00,000 

L0,00 ^ UU ( n Machine? at cos 

^ S)M ot0t / 50,000 

15,00,000 W at c0St 

=* ss ” s,ss L ess : Deprecm- Q00 45,000 

tion 


paid np 

E S' ty eS e « 

np 

rV es and 


LU * 3 • 

& Loss Me 

ced Loans- 
■ cured Loans- 
lent LiaLdt tieS 
covisions • 


»SSSti sets, 

5,00,000 Curren oCeS .. 

Eoons f ^ sse „ : 35,001 

^ Stoch on band 25, » 

£&anh 25 '21 

Cash in band 

2,987 W SSSSl .. . 

— Prepaid exp ^50 

" Reot 150 3 

Insurance 


5,00,000 

10,00,000 


Total c/d 


— --~l Total c/d 

10,02,982 


9,28 


FINAL ACCOUNlS OF COMPANIES 


9-107 

Total b/d 

10,02,987 

Total b/d 

9,78,210 

(A) Current 


Miscellaneous 


Liabilities 1 


Expenditure : 


Creditors 

10,000 

Prelminary expenses 

35,027 

Traveller’s 




commission 




outstanding 

250 10.250 



(B) Provisions : 

- 




10,13,237 


10,13,237 


Problem 11: The following Trial Balance has been extracted from 
the books of X Y Z Ltd. as on 31st March 1976. You are requerted to 
prepare : 

(а) Profit and loss account for the year ended on 31st March 

, 1976 ; and 

(б) Balance sheet as on that date in the- form prescribed under 
Schedule VI to the Companies Act, 1956. 


Debit Amount Credit Amount 


Rs. 


Land and building 14,000 

(Original cost Rs. 30,000) 
Furnivurc 800 

(Original cost Rs. 1,500) 

Plant and machinery 10,000 

(Original cost Rs. 20,000) 

Stock (31st March 1976) 12,800 

Salaries 800 

Printing and stationery 120 

Debtors 7,000 

Investments (at cost) 600 

Cash on hand 200 

Preliminary expenses 400 

Cash at scheduled banks 2,400 

Advance income-tax 800 

Interest 200 

Debenture interest 400 

Director’s fees 200 

Rent, rates and insurance 280 


51,000 


Rs. 


Share capital . 20,000 

General reserve 3,000 

8% Debentures 10,000 

Bank overdraft 150 

Sundry creditors 1,600' 

Share premium 1,000 

Debenture redemption 
reserve 4,000 

Gross profit 10,400 

Profit and Loss account 850 
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final accounts of companies 


The following further information is given : 

(1) Depreciation is to be provided. for the year as under . 

(a) Land and building at 5% on straight line basis. . 

(b) Furniture and Plant and machinery at 10/ on reducing 
balance basis. 

(2) Debtors worth Rs. 6,000 are less than 6 months old. Out of 
the remaining debtors worth Rs. 500 are considered bad for 
which full provision is to be made. 

(3) The authorised share capital consists of 1,000 Equity shares 
of Rs. 100 each, of which 400 shares are issued and Rs. 50 per 
share are called and paid up. 

(4) Provide for ^ s ; 

(i) Audit fees • "0 

(//) Provision for income-tax . . /,^uu 

(5) Insurance is prepaid to. the extent of Rs. 80. 

(6) The directors have recommended : 

(a) Transfer of Rs. 1,000 to Debenture redemption reserve. 

■ (b) Transfer' of Rs. 400 to General reserve. 

(c) Equity dividend at 8% on paid up capital. 

. , (7) It has been decided to write off half of the preliminary 
expenses. 

(8) Previous year figures need not be given. 

(I.I.B. Part 1, October 1976 ) 

Solution: 

X Y Z LTD. PROFIT AND LOSS ACCOUNT 


Dr. 


for the year ended 31st March 1976 


Cr. 


Particulars 


Details Amount Particulars 


Amount 


Rs. 


To. Salaries 

To Printing and stationery 
To Interest 
To Debenture interest 

(@ 8% on Rs. 10,000) : . 

Paid 400 

Outstanding 400 


Rs. 

800 

120 

200 


By Gross Profit b/d 


Rs. 

10,400 


To Director’s fees 

To Rent, rates and Insurance 

Paid 280 

Less : Insurance 

prepaid 80 


800 

200 


200 


Total b/d 


2,320 


Total b/d 


10,400 
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Total b/d 

2,320 

Total b/d 

10,400 

To Depreciation : 




Land & building (® 




5% on Rs. 30,000) 

1,500 




Furniture 

(at 10% on Rs. 800) 80 
Plant & machinery 
(at 10% on 


Rs. 10,000) 1.000 

2,580 


To Provision for bad debts 

500 


To Provision for audit fees 

250 


To Provision for income lax 

2,400 


fo Preliminary expenses (J of 
Rs. 400 written off) 

200 


To Net Profit c/d 
(Balancing figure) 

2,1 £0 


» 

10.4C0 

10,400 





X Y Z LTD. 

PROFIT AND LOSS APPROPRIATION ACCOUNT . . 

for the year ended 31$t December 1976 
Dr. Cr. 


Particulars 

Amount 

Particulars 

Details 

Amount 


Rs. 


Rs. 

Ru\ 

To Debenture redemption 


By Balance b/d 



reserve 

1,000 

For 1974-75 

850 


(Amount transferred as 


For 1975*76 

2,150 

3,000 


per resolution dated—) 

To General reserve 400 

(Amount transferred as per 
resolution dated — ) 

To Equity dividend 1,6CG 

(Proposed) 

(Amount transferred @ 8% 
on paid up capital of 
Rs. 20,000 divided into 400 
shares of Rs. 100 each, 

Rs. 50 per share called and 
paid up as per board 
resolution dated — -) 

3,000 



jgg final accounts of companies 

The following further information is given : 

(1) Depreciation is to be provided. for the year as under : 

(a) Land and building at 5% on straight line basis. 

(b) Furniture and Plant and machinery at 10% on reducing 
balance basis. 

(2) Debtors worth Rs. 6,000 are less than 6 months old.. Out of 
the remaining debtors worth Rs. 500 are considered bad for 
which full provision is to be made. 

(3) The authorised share capital consists of 1,000 Equity shares 
of Rs. 100 each, of which 400 shares are issued and Rs. 50 per 
share are called and paid up. 

(4) Provide for Rs. 

(0 Audit fees , 250 

(//) Provision for income-tax 2,400 

(5) Insurance is prepaid to the extent of Rs. 80. 

(6) The directors have recommended : 

(a) Transfer of Rs. 1,000 to Debenture redemption reserve. 

(b) Transfer of Rs. 400 to General reserve. 

(c) Equity dividend at 8% on paid up capital.' 

■ (7) It has been decided to write off half of the preliminary 

expenses. 

(8) Previous year figures need not be given. 

' (I.I.B. Part 1, October 1976 ) 

Solution: 

X Y Z LTD. PROFIT AND LOSS ACCOUNT 


for the year ended 31st March 1976 

Dr. 

Cr. 

Particulars Details 

Amount Particulars 

Amount 

Rs. 

Rs. 


■ Rs. 

To. Salaries 

800 

By Gross Profit b/d 

10,400 

To Printing and stationery 

120 

To Interest 

To Debenture interest 

200 



(@ 8% on Rs. 10,000) : . 




Paid 400 

Outstanding 400 

800 



To Director’s fees 

200 



To Rent, rates and Insurance : 
Paid 280 



Less : Insurance 

prepaid 80 

200 



Total b/d 

2,320 

Total b/d 

10,400 
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Total b/d 2,320 


To Depreciation : 

Land & building (@ 
5% on Rs. 30,000) 
Furniture 

(at 10% on Rs, 800) 
Plant & machinery 
(at 10% on 
Rs. 10,000) 1 


80 

.000 


1,500 


2,580 


To Provision for bad debts 500 

To Provision for audit fees 250 


To Provision for income lax 2,400 

fo Preliminary expenses (i of 

Rs. 400 written off) 200 

To Net Profit c/d 2,150 

( Balancing figure) 


10, 4C0 


Total b/d 


10,400 


10,400 


XYZ LTD. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 


Dr. 


for the year ended 31st December 1976 


Cr. 


Particulars 

Amount 

Particulars 

Details 

Amount 

To Debenture redemption 

Rs. 

By Balance b/d 

Rs. 

>. Rs 

reserve 

1,000 

For 1974-75 

850 

3,000 

(Amount transferred as 
per resolution dated—) 

For 1975-76 

2,150 


To General reserve 400 

(Amount transferred as per 
resolution dated — ) 

To Equity dividend 1,6C0 

(Proposed) 

, (Amount transferred @ 8% 
on paid up capital of 
Rs. 20,000 divided into 400 
shares of Rs. 100 each, 

Rs. 50 per share called and 
paid up as per board 
resolution dated -) 


3,000 


3,000 




rr> v V Z LTD. 
balance shee _ 
as on 31st 



ire Capita 1 *- 

uthorised: 

000 Equity 
shares of 
^s. 100 each 


1,00,000 


Fixed Assets: 

(a) Land and 

v ; Building 

Original cost 
Less: Dela- 
tion Provided 
ripto 1974-75 


30,00.0. 



16,000 

"l4,0p0 


00 Equity 

shares ot 
Bs.100 each 


40,000 


ailed up and 

paid up: 

400 Equity 

shares ot 
.Rs. 100 each 
'Rs.50.pf 

share called 

andpaid up 

Reserves ana 

Surplus: 

Share premium 

Debenture 

redemption 

■iS'Sfl*- 

fot 1975-76 


less: Deprena- 
tion provided 

fraigwlilie basis 0 12j 500 

for 1975-76 __ 


- 20,000 

1,000 


® Sntlbof n ^°-° 00 

Less: Deprecia- 


10,000 


Less: Deprecia- 
tion provided 

@ 10% °n 


4,000 

1,000 5,000 


9 ’ 00( 


General Reserve 

ifcM: Addons 

for 1975-76 


3,000 

400 3,400 


Secured Loans: 
8% Debentures 


10,000 


(c) Furniture: 

Original cost 
Less: Deprecia- 
tion provided 

upto 1974-75 
^ovided@M% on 

80 


1,5Q0 

700 - 


Tntftl C|d 


29.400 


Total c/d 


72 


— 0 FC0 ^ I£S 
*!*,#*«_ • . . 


U “'™r cd >'<’ /d 

c y^ r as: 

\ a *Tent 

$sfe-» 

Outstanding 
W P eases; 


~ u ‘srandi 
®*P eases; 
^‘beatu re 
'Purest 

acen «d due 

Audft fee 


(tl> f'Wslonr. 
Provision f 0r 
Jncom** 


400 

250 


w nc .°nje ta» f 


39 .400 t 

r . To *ai b/d 

<50 

.latcost) 

" ss «s, 

Arf 3 " 5 

’■VO. (A)?""* 

*£?*+** 

Dcb,c^ ha ^ 

W «SS35 y* 
650 « <2?^ 


2,-100 

>.600 


4 000 

^ °a 



^ °n i and 
ieaw 

ftepo/do 

SO 
SO 0 


A*isc ella„ 

***J8£? 


- — '‘u re ; 

- 400 

1 200 
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final accounts of companies 


Problem 12. The following trial balance has been extracted from 
the. books of M/s Leak-proof Ltd., as on 31st 'March 1977 ‘ T f 
authorised capital of the company consists of 10,000 Equity shares ot 
Rs. 10 each and 300 5% Preference shares of Rs. 100 each. 


Equity share capital 

Preference share capital (200. shares) 

Sales and Purchases 

Stock-in-trade, 1st April 1976 

Preference dividend to 30th September 1976 

Provision for bad debts 

Investment income 

Wages and salaries 

Motor car expenses 

Vehicles (Cost Rs. 18,000) 

Debtors and Creditors 
Rates and insurance 
Freehold land (at cost) 

Profit and loss A/c—lst April 1976 
Director’s remuneration . ... 

Bad debts 

, Investments (unquoted—at cost) 

* General expenses 

Balance at scheduled banks 


Rs. 

, Rs. 

> 

1,00,000 


20,000 

1,10,670 

1,60,800 

29,145 


500 

600 


1,000 

16,328 


5,895 


9,240 


28,370 

1,217 

88,000 

25,650 

6,954 

3,000 


770 


5,800 


7,890 


8,179 


3,15,004 

3,15,004 


You are also given the following further information: 

•(/) Stock-in-trade on 3 1st. March 1977 Rs. 32,630. 

(ii) The provision, for bad debts to be increased upto Rs. 750. 

(/it) A dividend of 10% on Equity capital is recommended. 

(iv) Depreciation on vehicles is to be provided at 20% on cost. 

(v) Prepaid insurance is Rs. 78. 

(vi) Outstanding wages Rs. 200. 

(v/f) Rs. 3,000 are to be transferred to General reserve. 

(vi») An office block was constructed during the year bv the 
company’s own workmen, the cost of their labour being 
Rs. 420, which is included in wages. The materials belonging 
to the company, costing Rs. 1,180 were also spent. No entries 
have been made in the books. 


the year 
1956. 


You are required to prepare final accounts of the comp 
— ended 31st March 1977 as required by the Compan 


,ies t 


(I.I.B. Pari /, November 1977 ) 




FINAL ACCOUNTS OP COMPANIES 


LEAK PROOF LTD. 

TRADING AND PROFIT & LOSS ACCOUNT 
for the year ended 31st March, 1977 


Details Amount Particulars 


To Stock-in-trade 
(1st April, 1976) 
To Purchases 

Less: Material 
consumed for the 
construction of an 
office block 
transferred to 
buildings A/c 


By Stock-in-trade 
29.145 (31st March 1977) 
By Sale 


1,180 1,09,490 


To Wages & salaries 16,328 

Less : Wages paid 
for constructing the 
office block 
transferred to 

building A/c 420 


Add: Wages 
outstanding 


To Gross profit c/f 
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The following trial balance has been extracted from 
the books of M/s Leak-proof Ltd., as on 31st March 1977. The 
authorised capital of the company consists of 10,000 Equity shares of 

^ i i H O / TT _ ^ oV* roc rtf P C 1 (ill 


Problem 12. 

books of M/s 



Rs. 

. Rs. 

Equity share capital 

- 

1,00,000 

Preference share capitai'(200. shares) 


20,000 

Sales and Purchases 

1,10,6/0 

1,60,800 

Stock-in-trade, 1st April 1976 

29,145 


Preference dividend to 30th September 1976 

500 


Provision for bad debts 


600 

Investment income 


1,000 

Wages and salaries 

16,328 


Motor car expenses 

5,895 


Vehicles (Cost Rs. 18,000) 

9,240 


Debtors and Creditors 

28,370 

25,650 

Rates and insurance 

1,217 


Freehold land (at cost) 

88,000 


Profit and loss A/c~lst April 1976 


6,954 

Director’s remuneration 

3,000 


Bad debts 

770 


, ’. Investments (unquoted— at cost) 

5,800 


' 1 * General expenses 

7,890 


Balance at scheduled banks 

8,179 


■< • ' 

3,15,004 

3,15,004 

*> . > . 

aassssss 

sssrss s=! 


You are also given the following further information: 

•(/) Stock-in-trade on 31st March 1977 Rs. 32,630. 

(») The provision for bad debts to be increased upto Rs. 750. 

(Hi) A dividend of 10% on Equity capital is recommended. 

(iv) Depreciation on vehicles is to be provided at 20% on cost. 

(v) Prepaid insurance is Rs. 78. 

(w) Outstanding wages Rs. 200. 

(vw) Rs. 3,000 are to be transferred to General reserve. 

(vf/i) An office block was constructed during the year by the 
company’s own workmen, the cost of their labour being 
Rs. 420, which is included in wages. The materials belonging 
to the company, costing Rs. 1,180 were also spent. No entries 
have been made in the books. 


You are required to prepare final accounts of 
i95 6 ycar eaded 3Ist March 1977 as required b y the 


the company for 
Companies Act, 


(J./.R. Pari I, November 1977 ) 
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t. .LEAK PROOF LTD. 

TRADING AND PROFIT & LOSS ACCOUNT 


for the year ended 31st March, 1977 


Dr. 




tv. 

particulars 

Details 

Amount 

Particulars 



Rs. 

Rs. 


Rsv 

To Stock-in-trade 
(1st April, 1976) 

To Purchases 1 

,10,670 

29,145 

By Stock-in-trade 
(31st March 1977) 
By Sale 

J2, *30 
1,0 

Less: Material 
consumed for the 
construction of an 
office block 
transferred to 
buddings A/c 

1,1 SO 

1,09,490 

• 


To Wages £c salaries 

16,328 




Less: Wages paid 
for constructing the 
office block 
transferred to 
building A/c 

420 





15,908 




Add: Wages 
outstanding 

200 

16,108 



To Gross profit cjf 


38,6 S7 





1,93,430 


1,93,430 
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To Motor car expenses 

5,895 By Gross profit b/d 

38,687 

To Rates and insurance 1,217 

By Investment income 

1,000 

Less'. Prepaid 78 

1,139 


To"Director’s remunera- 
tion 

. 3,000 


To Bad debts 

770 


To Provision for bad 
debts required 750 

. 


Less'. Old reserve 6C0 

150 


To General expenses 

7,890 


To Depreciation: 
on Vehicles 

(@ 20% on R$. 18,000) 

3,600 


To Net Profit c/d 
to profit and loss appro- 
priation A/c 

17,243 



39,687 

39,687 
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Total b/d 

. — 

Total b/d 

89,600 

Issued, Subscribed, 


(c) Vehicles: 


Called and 


Cost ’ 18,000 


paid up: 


Less: Deprecia- 


200 5% Preference 


tion upto 

. 

shares of Rs. 100 each 

20,000 

31-3-1976 8,760 


1,0,000 Equity 
shares of 


Book value on 


Rs. 10 each 

1,00,000 , 

1-4-1976 9,240 

- . ■ 

- 

Less: Deprecia- 



1,20,000 

tion @-2Q% on 


Reserves and 


cost for the year 

5,640 

Surplus: 


ending 31-3-1977 3,600 

General reserve 

3,000 

7 


Profit & Loss A/c 

10,197 

Investments: 


Secured Loans: 

— 

Unquoted — at cost 

5,800 

Unsecured Loans: 

— 

Current Assets, 


Current Liabilities 


Loans and 


and Provisions; 


Advances: 


(A) Current 


(A) Current Assets: •; 

• V 

Liabilities: 


Stock-in-trade 

i. 32,620 

Sundry Creditors 

25,650 

(31st March 1977) 

Outstanding 


Sundry Debtors 28,370 

• ( « 

expenses for 


Lew: Provision 

, 27,620 

wages 

200 

for bad debts ,, . . 750 

(B) Provisions : 



, * ’ > ' , ! 

Provision for 


Balance at 


Preference 


scheduled banks 

8,179 

dividend (@ 5% 
on Rs, 20,000 for 
half year ending 
31-3-1977) s 

. 500 

(B) Loans & Advances: 
Prepaid 
nsurance ' 

78 

Provision for 
equity dividend 


i’ 


(@ 10% on 




Rs. 1,00,000) 

10,000 




1,69,547 


,1,69,5.47 


FINAL ACCOUNTS OF COMPANIES 9‘U7 


Problem 13. The following Trial Balance was extracted from 
the books of Dye*chem Industries Ltd. as on 31st March 1982 


Debit 

Rs. 

- Credit 

Rs. 

Cash in hand 

250 

Share Capital 


Unpaid calls 

600 

(8,000 shares of Rs. 10 


Professional charges 

2,5 0 

each) 

80,000 

Income Tax paid 

10,000 

Provision for Taxation 

16,900 

Sundry Debtors 

1,27,000 

(31st March 1981) 


Bank charges 

' 1,430 • 

P & L A/c 

44,000 

Advertising 

,000 

Bank Overdraft' 

16,000 

Office Equipments 

10,600 

Sales 

10,42,000 

Motor Vehicles 

49,900 

Provision for Doubtful 


Purchases 

- 8,72,400 

Debts at 31st March 1981 4,200 

Stock on 31st March 1981 69,000 

Sundry creditors 

62,000 

Motor Car expenses 

5, COO 



Travelling and Conveyance 14,900 



Rent, Rates etc. 

12,000 



Repairs and Maintenance 2,200 



Salaries 

54,500 



Director’s remuneration 

15,000 



Priming and Stationery 

4,900 



Office expense 

8,850 




12,65,100 


12,65,100 


=S * E5= ’" 




You are required to prepare Trading and Profit and Loss A/c for 
the year ended 31st March 1982 and a Balance Sheet as on that date, 
after taking into account the following further information 


(1) Debts amounting to Rs. 3,600 arc to be written off as Bad and 
the provision for Bad and Doubtful Debts is to be increased to 
Rs. 6,150. 

(2) Sundry Debtors include goods supplied on “Sale or Return” 
basis amounting to Rs. 4,800. These good* cost Rs. 4,000 and 
at March 3 1st 1982, one*haif had been retained by the 
customers. 

(3) The stock in godown at 31st March 1982 is valued at 
Rs. 81,000. 

(4) The motor car expenses include licences for the year end- - 

December 31, 1982 which cost Rs. 1,200 and insura-"*- for t 
year to September 30, 1982 which cost Rs. 2,000. _ 



9-116 


FINAL ACCOUNTS OF COMPANIES 

Total b/d 89,600 


Total b/d - 

— 

Total b/d 

Issued , Subscribed, 


( c ) Vehicles: 

Called and 


Cost ' 18,000 

paid up: 


Less: Deprecia- 

200 5% Preference 


tion upto 

shares of Rs. 100 each 

20,000 

31-3-1976 8,760 

10,000 Equity 


* 

shares of 


Book value on 

Rs. 10 each 

1,00,000 

1-4-1976 _ 9,240 

- 

Less: Deprecia- 


1,20,000 

tion @-20% on 

Reserves and 

cost for the year 

Surplus: 


ending 31-3-1977 3,600. 

General reserve 

3,000 



Profit & Loss A/c 

10,197 

Investments: 

Secured Loans: 

— 

Unquoted — at cost 

Unsecured Loans: 

— 

Current Assets, 

Current Liabilities 


Loans and 

and Provisions; 


Advances: 

(A) Current 


(A) Current Assets: 

Liabilities: 


Stock-in-trade 

Sundry Creditors 

25,650 

(3 1st March 1977) 

Outstanding 


Sundry Debtors 28,370 

expenses for 


Less: Provision 

wages 

200 

for bad debts . , 750 

(B) Provisions : 



Provision for 


Balance at 

Preference 


scheduled banks 

dividend (@ 5% 

on Rs, 20,000 for 


(B) Loans Sc Advances: 

half year ending 


Prepaid 

3 1-3-1 977) » 

. 500 

nsu ranee 

Provision for 


1* 

equity dividend 

(@ 10% on 



Rs. 1,00,000) 

10,000 



1,69,547 

.• ; - 


5*640 


5,800 


32,620 


27,620 


8,179 


- a ,69,5.47 


USA*. ACCOUKIS OF COUPA^IES 
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problem 13. The following Trial Balance was extracted from . 
the books 0/ Dyc-chem Industries Ltd. as on 31st March 1982 : — 


Debit 

Rs. 

Credit ■ 

Rs. 

Cash in hand 

250 

Share Capital 


Unpaid calls 

600 

(8,000 shares of Rs. 10 


Professional charges 

2,5.0 

each) 

80,000 

Income Tax paid 

10,000 

Provision for Taxation 

16,900 

Sundry Debtors 

1,27,000 

(31st March 1981) 


Bank charges 

( 1,430 

P & L A/c 

44,000 

Advertising 

,000 

Bank Overdraft 1 

16,000 

Office Equipments 

10,600 

Sales 

10,42,000 

Motor Vehicles 

49,900 

Provision for Doubtful 


Purchases 

■ 8,72,400 

Debts at 31st Match 1981 4,200 

Stock on 31st March 1981 69,000 

Sundry creditors 

62,000 

Motor Car expenses 

5, COO 



.Travelling and Conveyance 14,900 



Rent, Rates etc. 

12,000 



Repairs and Maintenance 2,200 



Salaries 

■ 54,500 



Director’s remuneration 

15,000 



Printing and Stationery 

4,900 



Office expense 

8,850 




12,65,100 


12,65,100 


=1 = — 




You are required to prepare Trading arid Profit and Loss A/c for 
the >car ended 3 1st March 1982 and a Balance Sheet as on that date, 
after taking into account the following further Information — 


(1) Debts amounting to Rs. 3,600 are to be written off as Bad and 
the provision for Bad and Doubtful Debts is to be increased to 
Rs. 6,150. 

(2) Sundry Debtors include goods supplied on “Sale or Return” 
basis amounting to Rs. 4,800. These goods cost Rs. 4,000 and 
at March 3 1st 1982, one-half had been retained by the 
customers. 

<3) The stock in godown at 31st March 1982 is valued at 
Rs, 81,000. 

(4) The motor car expenses include licences for the year ended 
December 31, 1982 which cost Rs. 1,200 and insurance for the 
year to September 30, 1982 which cost Rs. 2,000. 
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(5) No provision Has been made for expenditure on repairs 

amounting to Rs. 800. • • 

(6) Depreciate Motor Vehicles at 20% and office Equipment' at 

10 %. 

(7) Provide for Audit fee Rs. 5,000. 

(8) Income-Tax liability for the accounting year ended 31st March 
1981 has been determined at Rs. 15,050. 

(9) For the accounting year ended on 31st March 1982, provision 
for taxation is. to be made at Rs. 23,500. 

(10) The authorised Capital of the Company is Rs. 1,50,000 divided 
into 15,000 equity shares of Rs. 10 each. 

(I. LB. Part I, November 1982) 

Solution : 

TRADING AND PROFIT & LOSS ACCOUNT 
OF DYE-CHEM INDUSTRIES LTD. 

for the year ended 31st March, 1982 

Dr Cr. 

Particulars Details Amount Particulars Details Amount 


Rs. Rs. 

To Stock on 1-4-1981 69,000 

To Purchases 8,72,400 

To Gross Profit c/d 1,81,200 

(Blunting figure) 


11,22,600 


To Professional charges 

2,570 

To Bank charges 

1,430 

To Advertising 

3,000 

To Travelling & 


conveyance 

14,900 

To Rent, Rates, etc. 

12,000 

Total c/d 

33,900 


Rs. Rs. 

By. Sales 10,42,000 
Less .’ Returns 
of goods sold 
on ‘sale or return’ 
basis (half of 

Rs. 4800) 2,400 10,39,600 

By Stock in 

godowa. 81,000 

Add : Stock of 
goods with 
customers sold 
on ‘sale or return’ 
basis (half .of 
Rs. 4,000, the 

cost ) 2,000 83,000 


11,22,600 

By Gross Profit b/fd ' 1,81,200 


Total' c/d ' 1,81,200 
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Total b/d 

33,900 

Total b/d 1,81,200 

To Salaries 

54,500 

To Director's 
remuneration 

15,000 


To Printing and 

Stationery 

4,900 


To Office expenses 

8,850 


To Motor Car expenses 

3,100 


{working note No. J) 

To Bad debts written off 

3,600 


To Provision for- 
bad and doubt- 
ful debts: 



New. provision.. 6,150 
Less : Old provi- 
sion 4,200 

1,950 



To Income Tax 
paid 10,000 

Add : New provi- 
sion to be made, 

( working noie 3) 21,650 

, 4 , 31,650 

Less : Old pro* 

vision 15,050 16,600 

To Repairs and 
maintenance 3,200 

Add : Provision 4 
for expenditure 

on repairs 800 4,000 

To Provision. 

for audit fee 5,000 

To Depreciation 
20% on motor 
tchic/es.of. 

Rs. 49,900 9,980 

10% on office 
equipments of 

otRs. 10,600 1,060 11,040 

To Net Profit c/d 18,760 

(Balancing figure) 

1,81^200 1,8I,20C 
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PROFIT & LOSS APPROPRIATION ACCOUNT 


Particulars 

Amount 

Particulars 

Amount 

To Balance' c/d to 

Rs. 

By Balance upto the last 

Rs. 

Reserves and surplus 

62,760 

year 

44,000 


By Net profit for the 
current year 

18,760 


62,760 62,760 


BALANCE SHEET OF DYE-CHEM INDUSTRIES LTD. 
as on 31st March 1982 

Liabilites & Details 

Amount 

Properties & ' Details 

Amount 

Capitol 


Assets 



Rs. 


Rs. 

' Share Capital ; 


Fixed Assets : 


Authorised ‘ 


Office Equipments 10,600 


15,000 equity 


Less : 10% Depre- 


shares of 


ciation 1,060 

9,540 

Rs. 10 each 

1,50,000 




Issued , Subscribed 


Motor Vehicles 49,900 


and Called up 


Less 20% Depre- ' 


Capital ; 


ciation 9,980 

39,920 

8.000 equity 


— 


shares of 


Investments t 


Rs, 10 each 80,000 


Current Assets, & 


Less: unpaid calls 600 


Loans Advances: 


— 


A. Current Assets : 


Paid up Capital 

79,400 

Stock in hand : 


Reserves & 


in godown 81,000 


Surplus 


with customers 2,000 

83,000 

Profit & Loss 

62,760 

— 


Secured Loans 

• • • 

Sundry Debtors 1,27,000 


Unsecured Loans 


Less :Bad Debts 


Bank overdraft 

16,000 

written ou 3,600 


Current Liabilities 



& Provisions 


1 Pi ann 


A. Current Liabilities 


Less : Goods 


Sundry Creditors 

62,000 

returned on sale 


B. Provisions 


or return basis 2 400 


Provision for Income 


* 

Tax 

23,500 



Total c/fd 

2,43,660 

Total c/d 1,21,000 

1,32,460 


FINAL ACCOUNTS OP COMPANIES 


9*121 

Total b/d 2,43,660 

Total b/d 1,21,000 

1,32,460 

Provision for expen- 

Less : Provision 


lure on repairs 800 

for bad and 


provision for audit 

doubtful debts 6,150 

1,14,850 

fee 5,000 

— 


Cash in hand 

B. Loans and Advances : 
Insurance prepaid 

250 


(working note 1) 
Licence fee prepaid 

1,000 


(working note 1) 
Miscellaneous 

900 


Expenditure 



2,49,460 


2,49,460 

= = =,=! 




Working Notes : 

1 Motor Car Expenses : 


Working Notes : 

1 Motor Car Expenses : 

Motor car expenses comprise of as under : Rs. 

(a) Licences for the year ended 31-12-1982 1,200 

(b) Insurance for the year ended 30-9-1982 2,000 

(c) Other expenses (Balancing figure) 1,800 

Total (as given) 5,000 

As the accounts arc maintained for the year ending 31-3-82 ; 

(a) Licence fee is paid in advance fora period of 9 

months i e . from 1-4-S2 to 31*12-82 @ Rs. 100 p.m. 900 

(b) Insurance is paid in advance for a period of 6 

months i.e. from I -4-82 to 30-9 82 @ Rs. 2,000 p.a. 1,000 

1,900 


Motor car expenses pertaining to the current year are therefore ; 



Rs. 

Licence fee 

300 

Insurance 

1,000 

Expenses 

1,800 


3, ICO 



9122 PINAL ACCOUNTS OF COMPANIES 


2. Bad and Doubtful Debts : Rs. 

Bad debts to be written off 3,600 

.Provision for Bad and Doubtful debts is to be increased 
!rom Rs. 4,200 to Rs, 6,150 i e. R950 

3. Income Tax : 

Provision for Taxation on 1-4-1981 16,900 

Less : Income tax liability for the year ending 31-3-1981 15,050 

Excess Provision for the last year. 1,850 

New Provision to be made during the current-year 
{Balancing Figure ) , 21,650 

Provision to be made for the year ended 31-3-1982 23,500 


Indian Institute of Bankers’ 
Examination 

PART I 

BOOK-KEEPING 
May, 1983 


Problem l. Following balances have been extracted from the 
books of account of M/s. Progressive Agencies, a partnership concern, as 
on 3 1st December 1982 : — 

Cash on band Rs. 1,250. Bank overdraft Rs. 1,01,500. Capital 
account— Mr. A Rs. 1,14,000. Capital account— Mr. B Rs. 1,41,000. 
Capital account— Mr. C Rs. 88,500. Drawings account— Mr. A Rs. 3,600. 
Drawings account— Mr. C Rs. '14,300. Purchases Rs. 21,74,000. Sales 
Returns Rs. 8,700. Sales Rs. 25,81,700. Sundry debtors Rs. 2,14,000. 
Sundry creditors Rs. 2,15,220. Interest on overdraft Rs. 14,360. 
Insurance Premium Rs. 4,670. Rent and Rates Rs. 11,300. Printing and 
Stationery Rs. 3,660. Opening Stock Rs. 4,24,000. Furniture and 
Fixtures Rs. 2,16,000. Advertising charges Rs. 9,580. Cash Discount 
on Sales Rs,12, 100. Sundry Expenses Rs. 10,100. Salaries Rs. 1,20,000. 
You are required to prepare Trading and Profit and Loss Account of the 
firm for the year ended on 31st December 1982 and a Balance Sheet as 
on that date after taking into consideration the following further infor- 
mation : — 

(f) Slock as on 31st December 1982 was valued at Rs. 3,98,000 out 
of which items valued at Rs. 1,400 are to be deleted, being 
obsolete and not saleable. 

(//) Insurance premium includes Rs. 670 paid on the life policy of 
Mr. B on his behalf and a further sum of Rs. 1,000 being the 
premium amount relating to the year 1983. 

{Hi) Audit fees Rs. 1,300 and Bad debts amounting Rs. 18,500 are 
to be provided for. 

(/») It has been the policy of the firm to adjust the difference in 
bools, if any, to the debit or credit of its Profit and Loss 
account. 

(r) Depreciation on Furniture and Fixtures to be written off at the 
rate of 15% per jear on the written down value. 

(W) No provision for taxation is considered necessary and net 
profits are shared by the partners on an equal basis. 

{I IB. Part /, J 



9122 FINAL ACCOUNTS OF COMPANIES 

2. Bad and Doubtful Debts : Rs, 

Bad debts to be written off 3,600 

.Provision for Bad and Doubtful debts is to be increased 
Trom Rs. 4,200 to Rs, 6,150 i.e. 1,950 

3. Income Tas : 

Provision for Taxation on 1-4-1981 16,900 

Less : Income tax liability for the year ending 31-3-1981 15,050 

Excess Provision for the last year. 1,850 

New Provision to be made during the current-year 
(Balancing Figure ) 21,650 

Provision to be made for the year ended 31-3-1982 23,500 


Indian Institute of Bankers’ 
Examination 

PART I 

book-keeping 

May, 1983 


Problem 1. Following balances have been extracted (torn lbs 
books of account of M/s. Progressive Agencies, a partnership concern, A) 
on 3 1st December 1982 

Cash on hand Rs. 1,250. Bank overdraft Rs. 1,0 1,500. Capital 
account— Mr. A Rs. 1,14,000. Capital account— Mr. D Ks, 1,4 1,060, 
Capital account— Mr. CRs. Sfc,5C0. Drawings account— Mr, A Ks. 
Drawings account — Mr. C Rs. '14,300. Purchases Rs. 2J,74,CG(X Bale) 
Returns Rs. 8,700. Sales Rs. 25,81,700. Sundry debtors Rs, 2,14,600, 
Sundry creditors Rs. 2,15,220. Interest on overdraft Rs. 1 1,360, 
Insurance Premium Rs. 4,670. Rent and Rates Rs. 11, 3C0, Printing and 
Stationery Rs. 3,660. Opening Stock Rs. 4,24,C£0. Furniture and 
Fixtures Rs. 2,16,000. Advertising charges Rs. 9,580. Cash Discount 
on Sales Rs.12,100. Sundry Expenses Rs. 10,100. Salaries Hi, 1,26////, 
You are required to prepare Trading and Profit and Loss detour.? of tins 
firm for the jear coded on 3lst December 1932 and a Zaiir.cz Sheet a* 
on that date after taking into consideration the following CurJut 
mation 

(i) Stock as on 3 1st December 1932 was valued at 2- 2,25.ZZ3 j tu: 
of which items valued at Rs. 1,400 are to bz- nc i rtra . 
obsolete and net saleable. 

00 Insurance premium includes Rs. 670 paid cn.:^ 

Mr. Ron his behalf and a further sum cr -ha- 

premium amount relating to the year 132Z- 

(80 Audit fca Rs. I JC0 and Eod debts - s — ~ 

to be provided for. 

(A) It hoi fceea the policy of tic 5ct tcee-iecce ' — 



PARTNERSHIP— FINAL ACCOUNTS 


ilution: 


TRIAL BALANCE OF 
M/S. PROGRESSIVE AGENCIES 
as on 31st December, 1982 


Debit Credit 

Name of the account Balance • Balance 



Rs. 

Rs. , 

Cash on. hand 

1,250 


Bank overdraft 


1,01,500 

Capital account — Mr. A 


1,14,000 

Capital account — Mr. B 


1,41.000 

Capital account — Mr. C 


88,500 

Drawings account — Mr. A 

3,600 


Drawings account— Mr. C 

14,300 


Purchases 

21,74,000 


Sales returns 

8,700 


Sales 


25,81,700 

Sundry debtors 

2, 4,000 


Sundry creditors 


2,15,220 

Interest on overdraft 

14,360 


Insurance premium 

4,670 


Rent and Rates 

11,300 


Printing and Stationery 

3,660 


Opening Stock 

4,24,000 


Furniture and Fixtures 

2,16,000 


Advertising charges 

9,580 


Cash discount on sales 

12,100 


Sundry expenses 

10,100 


Salaries 

1,20,000 


Profit & Loss account 

300 


( Difference in books transferred to P & T 


account as per the policy of the firm) 




32,41,920 


32,41.920 


parts E*sim— FINAL accounts 
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TRADING AND PROFIT & LOSS ACCOUNT 
OF M/S. PROGRESSIVE AGENCIES 


for the year ended 3ist December 1932 

Dr . 

Cr. 

Particulars 

Amount 

Particulars Details 

Amount 

To Opening Stock 

To Purchases 

To Gross Profit 
transferred to 
P&LA/c 

4,24,000 

21,74,000 

By Sales 25,81,700 

Less: Sales returns 8,700 

25,73,000 

3.7J.600 

By Closing Stock 3,98,000 
Less: Stock of 
obsolete and 

Hot-saleable 

items 1,400 

3,96.600 


29,69,600 


29,69,600 





To Interest on 
overdraft 

14,360 

By Gross Profit transferred 
from Trading A/c 

3,71,600 


To Insurance 
Premium 4,670 


Less: Paid on Ihc 
life policy of Mr. B 
transferred to his 
drawings account 670 


Less: Prepaid for 
the jear 1983 

4.0C0 

1,000 3,000 

To Rent and Rates 

11,300 

To Printing and 
Stationery 

3,650 

To Adscrtising 
charges 

9.5bO 

To Cash discount 
on sales 

12,100 

To Sundry expenses 

10,100 

To Salaries 

1,20,000 

To Difference in the 
books (a* per 

Trial Balance) 

3C0 

To Audit fees 
outstanding 

1,200 

Totalc/d 

1,35,703 


3,71,600 


Total 
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PARTNERSHIP 

—FINAL ACCOUNTS 

Total b/d 

1,85,700 

Total b/d 3,71,600 

To Provision for 




Bad Debts 

18,500 



To Depreciation on 




Furniture and Fixtures 




(@ 15% on Rs. 2,16,000) 

32,400 



To Net Profit transferred 




* to Capital Accounts : 




A (£ share) 45,000 




B (h share) 45,000 




C (£ share) 45,000 

1,35,000 




3,71,600 


3,71,600 

BALANCE SHEET 

OF M/S. PROGRESSIVE 

AGENCIES 

as on 3 1st December, 1982 


Liabilities Details 

Amount 

Assets Details Amount 

Rs. 

Rs. 


Rs. Rs. 

Bank overdraft 

1,01,500 

Cash on hand 

1,250 

A's Capital A/c 1,14,000 


Sundry debtors 

2,14,000 

Add : l/3rd share 


Less : Provision 


in the net profit 45,000 


for bad debts 

18,500 1,95,500 

1,59,000 


Insurance premium 

Less : Drawings 3,600 

1,55,400 

paid in advance 



for- 1983 

1,000 

B’s Capital A/c 1,41,000 


Furniture and 


Add : l/3rd share 


Fixtures 

2,16,000 

in the net profit 45,000 


Less : Deprecia- 




tion @ 15% 

32,400 1,83,600 

1,86,000 



i 

Less : Life Insu- 


Stock in band 

3,98,000 

rance premium 


Less : Stock of 


k paid by the firm 


obsolete and 


on his behalf 670 

1,85,330 

not saleable 


— 


items 

1.400 3 96 600 

C’s Capital A/c 88,500 



* t u v V jy V J V V V 

Add : 1/3 rd share 




in the net profit 45,000 




1,33,500 




Less : Drawings 14,300 

1,19,200 



Sundry creditors 

2,15,220 



Audit fee outstanding 

1,300 



4 = — 

7,77,950 


7,77,950 




DEPRECIATION 
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problem 2. M/s. Ruby Industries Ltd., acquired machinery and 
equipment at a cost of Rs. 2, 70, COO in 1979 for their new factory. During 
the years I9S0 and 1981 additions to the machinery and equipment as 
also the sales therefrom were as under : — 


Year 

Cost of additions 

Cost of machinery 
end equipment sold 

Amount of sale 
proceeds 


Rs. 

Rs. 

Rs. 

19S0 

10, ICO 

8,000 

6,900 

19S1 

9,175 

10,000 

9,350 


The Company has been writing off depreciation at 15% p.a. on the 
written down value, beginning from the year in which the machinery and 
equipment were purchased. Entire machinery and equipment sold during 
thejears 1950 and 1931 were originally purchased in 1979. 

In January 1982, the company decided to change the method of 
charging the depreciation from 1 * I % p.a. on written down value to 10% 
p a. on the original cost and credit the difference amount to Capital 
Reserve Account. 

You arc required to draw (0 Machinery and Equipment Account, 
07) Depreciation Account, and (i/i) Profit and Loss on Sale of Machinery 
and Equipment Account of the Company for the jear 1979 to 1981 on 
the basis of information provided above and also arrive at the amount 
of excess depreciation to be transferred to Capital Reserve Account. All 
payments for purchases were made by cheques and similarly, the entire 
sale proceeds were received by cheques which were deposited in Bank 
account. 

(U.B. Part /, May 1983 ) 

Solution; 


. MACHINERY AND EQUIPMENT ACCOUNT 


Dale Particulars Amount Date Particulars Amount 


1979 

To Bank A/c 


2 ,70,000 


2,70,000 


1979 


By Depreciation A/c 
15% pa. cn 
Rs. 2,70,000) 

By Balance c/d 


40,500 

2,29,500 


2 , 70,000 
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DEPRECIATION 


198° 

To Balance b/d 2,29,500 

To Bank A/c 10,100 

To Profit & Loss on 
sale of machinery 
and equipment A/c 
(as per working 
note No. 1) 100 


2,39,700 


1980 

By Bank A/c 6,900 

By Depreciation A/c 
[@ 15% p.a. on 
Rs. 2,32,800 (Rs. 
2,39,700—6,900) as 
per working note 
No. 2] 34,920 

By Balance c/d 1,97,880 

2,39,700 


1981 


1981 


To Balance b/d 

1,97,880 

By Bank A/c 

9,350 

To Bank A/c 

9,175 

By Depreciation A/c 


To Profit & Loss on 


[@ 15% p.a. on 


sale of machinery 


Rs. l,99,83i (Rs. 


and equipment A/c 


2,09,180-9,350) as 


(as per working 


per working note 


note No. 3) 

2,125 

No. 4] 

29,975 



By Balance c/d 

1,69,855 


2,09,180 


2,09,180 


0*0 DEPRECIATION ACCOUNT 


1979 

To Machinery and Equipment 
A/c 

40,500 

40,500 

1979 

By Profit & Loss A/c 

40,500 

40,500 

1980 


1980 


To Machinery and Equipment 


By Profit & Loss A/c 

34,920 

A/c (as per working note 2) 

34,920 

34,920 

34,920 

1981 

To Machinery and Equipment 


1981 


A/c (as per working note 4) 

29,975 

By Profit & Loss A/c 

29,975 


29,975 


29,9 7 5 


depreciation 
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(ill) PROFIT & LOSS ON SALE OF 

MACHINERY AND EQUIPMENT ACCOUNT 


19S0 


1980 

To Profit & Loss A/c 

100 

By Machinery and Equipment 

A/c (as per workii^ note 

No. 1) ICO 


100 

100 

1931 


1981 

To Profit & Loss A/c 

2,125 

By Machinery and Equipment 

A/c (as per working note 

No. 3) 2,125 


2,125 

2,125 

JOURNAL ENTRY 


Date Particulars L.F. Debit Credit 

Amount Amount 


1932 

Jan. Profit and Loss A,'c Dr. 25,067 

To Capital Reserve A/c 25,067 

(Being excess depreciation charged from 
1979 to 1931 transferred to Capital 
Reserve as tbe company decided to 
change the method of charging the 
depreciation from 15% p.a. on written 
down value to 10% p a. on the original 
cost as per working note 5) 


Working Notes: 

1. Cost of Machinery and Equipment sold in 19S0 is Rs. 8,000. 
Th's Machinery and Equipment was purchased in 1979 and depreciation - 
was provided on it & 15% on the written down value method. 

Therefore, its written down value in 19S0is calculated as tinder: 
original cost m 1979 Rs. 3,000 

Less: Depreciation for 1979 @ 15% R*. 1.2C0 

Written down value in 19S0 Rs. 6. SCO 


This machinery and equipment was sold for Rs. 6900. 

Thus, profit on sale of machinery and equipment is Rs. ICO 


(Rs. 6.900-6, S00) 

2. Depreciation for ' 


equipment as under: 







DEPRECIATION 

Original cost of machinery purchased in 1979 
Add: Purchased during 1980 

Rs. 2,70,000 
. 10,100 

Less: Sold (as per working note No. 1) 

2,80,100 

6,800 

Less: Depreciation provided during 1979 

2,73,300 

40,500 

Depreciation for the year 1980 

2,32,800 

34,920 

Written down value 

1,97,880 


3. Cost of Machinery and Equipment sold in 1981 is Rs. 10,000. 
This Machinery and Equipment was puchased in 1979 and depreciation 
wasfprovided on- it @ 15% on the written down value method. 

Therefore its written down value in 1981 is calculated as under : 


Original cost in 1979 Rs. 10,000 

Less: Depreciation for 1979 @ 15% 1,500 

Written down value in 1980 8,500 

Less: Depreciation for 1980 @ 15% 1,275 

Written down value in 1981 7,225 


This machinery and equipment was sold for Rs. 9,350. 

Thus, Profit on sale of Machinery and Equipment is Rs. 2 P5 
. (Rs. 9,350—7,225) 

4. Depreciation for the year 1981 is calculated on Machinery and 
quipment as under : 


Written down value of Machinery in 1980 ■ Rs. 1,97,880 

Add: Pnrchased during 1981 ’ n’lyc 


Less: Sold (as per working note No. 3) 


2,07,055 

7,225 


Depreciation for the year 1981 


1,99,830 

29,957 



BANK IUCQr.au AXIOM STATEMENT 
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5. (a) Depreciation charged on Machinery and Equipment from 1979 
to 1981 at 15% p a. on written down \aluc : 

(0 1979 Rs. 40,500 

(«) 19S0 • Rs. 34,920 

(Hi) 1981 Rs. 29,975 

1,05.395 


(b) Depreciation to be charged on Machinery and Equipment from 
1979 to 1931 at 10% p.a. on original cost : 

Rs. 

(/) In 1979 on Rs. 2,70,000 27,000 

(if) In 1980 on Rs. 2,62,000 (Rs. 2,70,000 

Less Rs. 8,000) Rs. 26.2C0 
on Rs. 10.1C0 Rs. 1,010 * 27,210 

(///) In 1981 on Rs. 2,52,000 (Rs. 2,62,000 

Less Rs. 10,000) Rs. 25,200 
on Rs. 9,175 Rs. 918 26,118 

80,328 


Excess depreciation charged is Rs. 25,067 (Rs. 1,05,395—80,328) 

• Figures are taken to the nearest of rupee. 

Problem 3. On the basis of the following information available 
from the books and records of M/s. Rajesb and Sons, you arc required 
to prepare a Bank Reconciliation Statement as on 31st March 1983 : — 

(/) Overdraft balance as per pass book Rs. 14,360. 

(u) Cheques amounting to Rs. 24,450 were deposited by the firm in 
its bank account on or before 31st March 1983 but the bank cleared 
them and credited the account on 4th April 1933 excepting one cheque 
for Rs. 9S0 which was returned unpaid on 6th April 1983. 

(iff) The bank debited Rs. 1 1 on 6th April 1983 towards its charges 
on the aforesaid cheque. 

(ft) Cheque* aggregating Rs. 4,110, issue by the firm on or before 
3 1st March 1933 were presented and debited to the account on *.fld 
April 19S3. 

(») A cheque dated 26th March 1983 issued by the firm for 
Rs. 3,0S0 was returned unpaid on 29th March I9S3 on account of a 
technical defect therein. 1 he firm reerved the intimation about the return 
of cheque on 3rd April 1983. 

(*i) A cheque for Rs. 1,415 deposited by another firm wa{_ wrongly 
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BANK RECONCILIATION STATEMENT 


credited by the bank to the account of this firm o 26th March 1983 and 
the entry was reversed on 3rd April 1983. 

(v/i) Interest on overdraft amounting to Rs. 181 was debited by the 
bank on 31st March 1983 but the advice thereof was received by the firm 
on 2nd April 1983. v 

You are required to arrive at the balance as per cash book as on 
31st March 1983. 

(I.I.B. Part /, May 1983) 

Solution: 

BANK RECONCILIATION STATEMENT 
OF M/s. RAJESH AND SONS 

as on 31st March 1983 


Particulars 

Minus Amount 
( Balance ) 

Plus Amount 
(Overdraft)) 


Rs. 

Rs. 

Overdraft as per Pass Book 

Less : Cheques deposited into the 
Bank but not yet credited into 


14,360 

the account 

Add : Cheques issued but not yet 

24,450 

4,110 

presnted for payment 

Add : Cheques issued but not 
passed by the Bank on account 


of technical defect therein 

Add : Cheque wrongly credited by 


3,080 

the Bank into the account 

Less : Interest on overdraft debit- 


1,415 

ed by the Bank 

181 


Balance as per Cash Book 


1,666 


24,631 

24,631 


== = = 

= === = 


Note : Cheque amounting to Rs. 980 dishonoured on 6th April 
1983 and returning charges thereon Rs. 11 will not affect the Bank 
Reconciliation Statement, as these transactions took place after the date 
ot preparation of the statement, i.e. 31st March 1933. 

Problem 4. The Trial Balanee of M/s. Ramani Bros, as on 31st 
March 1933 shows a difference of Rs. 8,350, the debit total being in 
excess of the credit total. The Accountant of the firm closed the books 
placing this amount in an account staled as “Difference in Books 
Account”. The following errors were located in the books of account 
subsequently in April, 1983 


RECTIFYING ENTRIES 
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(0 A sum of Rs. 845 being the goods sold on cash was wrongly 
cmereil as Rs. 485 in Sales account. 

(«) Cheque for Rs. 7,210 received from a debtor Mr. A was deposi- 
ted in bank account but was omitted to be entered in the account of 
Mr. A. 

{,-,!) R S . 4,810 being cash paid to a creditor Mr. B was entered as 
Rs. 4,010 and that too in the account of another creditor Mr. C. 

(iv) Printing expenses Rs. 840 were paid by a cheque but no entrjr 
for this transaction appears in the bank account. 

(v) Goods purchased on credit at a cost of Rs. 1,310 from Mr. C 
were returned to him but no entry was passed in his account at the time 
or returning the goods although the transaction was duly accounted for 
in the purchases account. 

You arc required to pass journal entries (with full narration) for 
rectifying the abwe errors and also draw the “Difference in Books 
Account*' to arrive at the closiog balance therein as at the end of 
April, 19&3. 

(I.I.B. Part I, May 1983 > 


Solution: 

RECTIFYING JOURNAL ENTRIES 
IN THE BOOKS OF M/S. RAMANI BROS. 

during April, 1983 


SI. Particulars 


r p Debit Credit . 

' * Amount Amount 


(0 Difference in Books A/c Dr. 

To Sales A/c 

(Being cash sales amounting to Rs. 845 
correctly debited in the Cash Book but 
wrongly credited as Rs. 485 in Sales 
account now rectified by crediting the 
Sales account with the difference) 


(u) Difference in Books A/c Dr. 

To A*s A/c 

(being amount received from him 
correctly debited in Bank account, but 
omitted to be credited in his account 
now rectihed) 


360 

360 


7,210 

7,210 
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RECTIFYING ENTRIES 


(Hi) B’s A/c Dr. 

ToCYA/c 

To Difference in Books A/c 

(Being cash paid to B amounting to 
Rs. 4,8 iO correctly credited in Cash 
Book but wrongly debited in C’s account 
and that too as Rs. 4,010. The amount 
now correctly debited in B’s account and 
entry from C’s account reversed and the 
difference in amount transferred to 
‘Difference is Books A/c’) 


4,810. 

4,010 

800 


(iv) Printing expenses A/c Dr. 840 

To Bank A/c 840 

(Being amount paid by cheque already 
omitted to be recorded in the books, 
now accounted for) 


(v) C’s A/c Dr. 1,310 

To Difference in Books A/c 1,310 

(Being returns outward to C, accounted 
for in the purchases account but not ' 
debited to the 'suppliers account, now 
rectified) 


DIFFERENCE IN BOOKS ACCOUNT 
Dr. Cr. 


SI. 

Particulars 

Amount 

SI. Particulars 

Amount 



Rs. 

. 

Rs. 

<0 

To Sales A/c 

.360 

By Balance b/d 

8,350 

00 

To A’s A/c 

7,210 

(Hi) By B’s A/c 

4,810 

0«) 

To C’s A/c 

4,010 

(v) By C’s A/c 

1,310 


To Balance c/d 

2,890 


(Closing balance 
at the end of 

\ 


- 


April 1983) 

- 




14,470 


14,470 



ACCOUNTS OP NON-TRADING CONCUXNS 

December 1952 : — 


Receipts a ad Payments A/c 


Receipts 

Rs. 

payments 

Rs. 

To opening balance 

*50,000 

By Salaries etc. 

72.CCQ 

„ Endowments 

20,000 

„ Provisions 

<5$,ccq 

„ Subscription 

1,02,000 

„ Printing £. Stationery 

7,OCO 

„ Entrance fees 

8,0CO 

„ Baci 

10.CCO 

„ Donations for BooVs 

13,000 

„ Sports Materials 

2S.CCO 

„ Entertainment 

40,000 

„ Creditors (1531) 

13.CCO 

Sale of old furniture 


„ Investments purchased 


IBook value Re. 8,000) 7,000 

on 1st luly, 1531 'S 




4% at Rs. 5 S 

i?^a> 



„ Balance b/d 

. JiSCQ 


2,30,000 


24C.CC0 





Income and Expenditure A[c 

Expenditure 

Rs. 

Income 

Ri. 

To Loss oa sale of furniture 1,000 

By Subscription 

1,003 

„ Salaries etc. 

77.CC0 

„ Entrance Fees 

4,000 

M Audit fees 

3,000 

„ Interest on Investments 


M Pro\isions 

60,000 

<3 V/. 00 Rs. 20.CC0 

£CQ 

„ Printing &. Stationery 

7.500 

i, Entertainment 

40,000 

it Sports Materials 

20.000 

„ Excess of Expenditure 




over Income 

23,700 


1.63,503 


1.6^0) 




*3 £=*=323 


DeccaUr"';^'"' Sb "‘ Mat ,st Jaa(UI7 l0i2 *zd*ZouaiUl 


{IJM. Pat I, ifaj Y&S) 





PARTNERSHIP— ADMISSION AND RETIREMENT 


Solution! 


Liabilities 


BALANCE SHEET OF.... CLUB 

as at 1st January, 1982 


Provisions outstanding 
Sports Materials outstanding 
Creditors for Investments 
purchased on 1st July, 1981 
@ 4% at Rs. 96 
Creditors 
Capital fund 
( Balancing figure ) 


Amount 


8,000 
l 8,000 


19.200 
13,000 

46.200 


Assets 


Amoun 


Cash in hand 40,000 

Furniture 8,000 

Subscriptions outstanding 2,000 
Entrance fees outstanding 4,000 
Investments 20,000 

Interest on Investments 
outstanding for 6 month 
from 1.7.1981 to 
31.12.1981 @ 4% p.a. on 
Rs. 20,000 . 400 

Endowments outstanding 20,000 


■ 94,400 

^BALANCE SHEET OF CLUB 

as at 31st Decen ber 1982 


94,400 


Salaries outstanding 5,000 Cash in hand 12,8ul> 

(Rs. 77,000—72,000 paid) Investments t 20,000 

Audit fees outstanding 3,000 Interest on Investments 

Printing &- Stationery outstanding 500 outstanding 
(Rs. 7,500— 7.000 paid) for 1981 400 

Donations for books 13,000 for 1982 800 1,200 

Capital fund 46,200 

Less: Deficit— Cash at Bank 10,000 

Excess of Expenditure 

over income 23,700 22,500 

44,000 44,000 


Problem 6. M/s. ABC & Co. is a partnership concern with 
three-partners Mr. A, Mr. B and Mr C sharing profits and losses of tne 
firm in the ratio of 4 : 2 : 2. The Balance Sheet of the firm as on 31st 
March 1983 is given below : 


Liabilities Rs. Assets Rs. 


Capital A/c of Mr. A 1,14,000 Cash on hand 14,300 

Capital A/c of Mr. B 49,000 Cash at Bank ' 22,e00 

Capital A/c of Mr. C 52,000 Sundry Debtors 1,S1,UU0 

Sundry Creditors 1,28,000 fixed assets 1,10,000 

Provision for expenses 32,600 Prepaid expenses 11,300 

/• n i n i _ * 


Lean from Bank 81,000 Furniture and Fixtures 82,400 

Drawings A/c of Mr B 34,800 


4,56,600 


4,56,600 


UtMr.smP-AUMI^lOV ami ritirimcnt 
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li wav agree J between the partners that Mr. B will retire from the 
pjrur'hip anl Mr. D will join the partnership with effect from 1st April 
jyji*. For i.ie purpose of reconstitution of the firm as above, the 
p utn.rs a tree J t * the following arrangement : — 

fl) M r . A. Mr. C anti Mr. 1) will share the future profits and losses 
4»f the urn in ih: rat o of 3 : 2 ; l and their capita! will be in the same 
ratio m whun thes share the profits. It was also agreed that the total 
sap tal of tl c pirtnets would be R». 2.40,000. 

(2) To determine the share of outgoing partner, goodwill of the 
firm is v.dutd at R* l.hO.POO and it was agreed that the amount of good- 
will shall -.of ..ppcar as an asset in the books of the partnership after its 
reconstitution. 

(3) l ived a>«cts ate to be revalued by Rs. CO.CCQ and Furniture and 
Fixtures to Rs. yl VCO at the tune of reconstitution. 7 per cent of the 
sundry debtors is cun id. red bad and doubtful and hence the amount is 
to be written otf 

(4) O it of the amount payable to Mr. B on account of his rctirc- 
m.nt. a vt.n o' R-. .'i.'TO will be paid in cash and the balance amount, 
ifanx, is to he retained as his loan to the firm. Mr. D will bring in 
Rs. (il.COU as his s.irc of cipital and the balance amount, if any, pa>ab!c 
by him to s irds c\ it u svi.l he debited to a separate loan account' to be 
opened in his name Mr A and Mr C will also retain any surplus in 
their capital a;co mis -s Joans to the firm. 

You arc rc^uir.* l to draw (/) Revaluation account, (») Capital 
account. nj Mr A. M* B. Mr C a"d Mr. D, and (in') Balance Sheet of 
the linn af.cr ns r o nsiitjuon 

(/ / B ran I, May /c.Si) 

Solution: 

RLVAI.LA1ION account 


Ur. 



Cr: 

Particulars 

Amount 

Particulars 

Amount 

To Reserve for bad and 

Rs. 

By Fixed Assets 

Rs. 

60,000 

doubtful debts 
(7-o of Rs l .SI, COO) 

12.670 

By Furniture and Fixtures 
(Rs. 9 1,0 CO — 82,400) 

S.600 

To Profit on Revaluation 
transferred to : 

A 0/2) 27.V65 

U (1/4) 1J,9$1 

Ctl/4] 1 3.9*2 

55,930 



6S.6C0 




fij-rej ere taken ro the nearest of r-pee, 


CAPITAL ACCOUNTS 



^PARTNERSHIP— ADMISSION AND RETIREMENT 
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Deficiency in C’s account is transferred to his Drawings Account and excess in A’s account is transferred to 
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BALANCE SHEET 
as on Jlsf March 19-*i3 


. Lid' ill ties De toils 

Amount Assets Derails Amount 

Rs. 

Rs. 

Rs. Rs. 

Capital Accounts : 

A 1,20,000 


Cash on hand 
(as per Working 

35,300 

C 8O.OC0 

D 40.C00 

2,40,000 

note So. 5 ) 

Cash at Bank 
Sundry debtors 
Less : Reserve for 

- 22,800 

1,81,000 


21,965 


33.1S3 

bad & doubtful 


Sundry creditors 

1,2#, 000 

debts (o', 7% 

12,670 1,68,330 

Prowvon for expenses 

. 32.GCO 


— — - — 

Loan from Bank 

M.000 

Fbeed Assets 

1,10,000 



Add: Resaluation 

60,000 1,70,000 



Prepaid expenses 
Furniture and 

11,300 



Fixtures 

S2.4CO 



Add: Revaluation by 8,600 91,000 



D’s Loan A/c 

9, COO 



C’s Loan A/c 

29,018 


5,36,748 


5,36,748 


= = = == 


= = => 


Working Note* .* 


1. Calculation of gaining and sacrificing proportions : 

A, B and C’s old ratio*= 4 : 2 : 2 or 1/2, 1/4 and 1/4. 

B retire* from and D join* the partnership. 

A, C and D’s new ratio= 3:2. 1 or 1/2, 1/3 and 1/6. 

(») A*s old as well as new proportion is 1/2. He has neither sacri- 
ficed nor gained. 

0*0 B retire from the firm and sacrifices his Jth share. 

0 J 0 C’s old proportion is !/4th and new proportion is ]/3rd. His 


plains Proportion is 1/3— 1/4=— )2 3 =1/I2th. 

(i») D is admitted and his gaining proportion is l/6th. 

Ihcrcfore B’s sacrifice of Jth share is gained by C and D 
• 2 _ 3 _ J ). 


th: Pro potions of l/12lh and l/6lh ^ - 1 * - j 1 ^ - ' 
Calculation of capital of partners after reconstitution q £&* 


_3 
12 „ 
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PARTNERSHIP- — ADMISSION AND RETIREMENT 


Total capital = Rs. 2,40,000 
A’s share 1/2 z.e. Rs. 1,20,000 
C’s share 1/3 i.e. Rs. 80,000 
D’s share 1/6 i.e. Rs. 40,000 

3 . Calculation of Goodwill : 

Goodwill of the firm is valued at Rs. 1,80,000. . 

B’s share in the Goodwill = Rs. 1,80,000 = Rs. 45,000. 

This amount shall be paid by C and D in their gaining proportions. 

C’s share = Rs. 1,80,000 X — = Rs. 15,000. 

D’s share = Rs. 1,80,000 X 1/6= Rs. 30,000. . 

JOURNAL ENTRY 

C’s Capital A/c- . Dr. . 15,000 

D’s Capital A/c ' Dr. 30,000 

To B’s Capital A/c 45,000 

4. Calculation of amount to be brought is by D : 

For Capital (as per working note No. 2) = Rs. 40,000 
For Goodwill (as per working note No. 3) = Rs. 30,G0G 

Rs. 70,000 


Amount brought in Cash by D 
for this will be : 

Cash A/c 
D’s Loan A/c 
To D’s Capital A/c 

5. Calculation of cash on hand : 


is only Rs. 61,000, the journal entry 

Dr. 61,000 

Dr. 9,000 

70,000 


Opening Balance R s . 14,300 

Add: Amount received from D Rs. 61,000 


Less : Amount paid to B 
Closing Balance 


Rs. 75,300 
Rs. 40,000 

Rs. 35,300 


comp^g^feoO^uityihirS of rTFo "aiT’' aUth0rised 

a prerahira oVrs Tp YJinre ^^h!,' 20 ’ 000 ? quity shares of Rs - 10 ea: 

P snare. The amount was payable as under 


fOBHirL'AC OP SHARES 
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Rs. 2*50 on application. 

Rs, 3’50on allotment (including Re. 1 premium) 

Rs, 7 00 on first and final call (including Rs. 2 premium). 

The Company received applications for 1,50,000 shares. Allotment 
was made for 1, 20, COO shares 3nd the balance amount of application 
money was refunded to the applicants. Full allotment money was 
receded including the premium amount. Amount received in response 
to the iirst and final call notice was Rs. 8,34,050. The Company for- 
feited the shares on which the first and final call was not paid and reissued 
them again at a pcrmium of Rs. 3 per share. Entire money on the reissued 
shares was rccicrcd in one instalment. 

You are requested to pass journal entries ' including those for cash 
{with full narration) to give effect to the above transactions. 

(J.I.B. Part /, May 1983) 

Solution’- 

JOURNAL ENTRIES 


SL Particulars 


L.F. Dibit Credit 
Amount Amount 


1982 

1. Rank A/c Dr. 

To Equity share application A/c 
(For application money received on 
1,50,000 shares @ Rs. 2’50 per share) 


Rs. Rs. 
3.75,000 

3,75,000 


2. Equity share application A/c Dr. 

To flank A c 

To Equity share capital A/c 
(For amount transferred to share 
capital account far 1.20,000 shares 
di Rs. 2'50 per share ; and the amount 
on 30.0C0 shares refunded to the 
applicants) 


3,75,000 


75,000 

3,00,000 


3. Equity share allotment A c Dr. 

To Equity share capital A/c 
To Share premium A/c 
(Being allotment money due on 1,20, 0C0 
shares 01 Rs. 3'30 per share including 
Re. 1*00 per share towards premium as 
per board resolution dated ) 


4, 20,000 


3,00,000 

1,20,000 




FORFEITURE OF SHARES 


4. 


6 . 


Bank A/c E> r * 

To Equity share allotment A/c 
(Being amount received on 1,20,000 
shares @ Rs. 3*50 per share) 

Equity share first and final call A/c Dr. 
To Equity share capital A/c 
To Share premium A/c 
(Being amount due in respect of first and 
final call on 1,20,000 shares @ Rs. 7 
per share including Rs. 2 per share 
towards premium as per board resolution 
dated ) 

Bank A/c Dr. 

Calls in arreass (first and final call 
A/c Dr. 

To Equity share first and final call 
A/c 

(Being first and final call money received 
on 1,19,150 shares @ Rs. 7 per share. 
Amount not received on 850 shares 
transferred to calls is arrears account) 


7. Equity share capital A/c Dr. 

Share premium A/c Dr. 

■ To Share forfeiture A/c 
To Calls in arreass (first and final 
call) A/c 

(Being the forfeiture of 850 shares for 
the non-payment of first and final call 
@ Rs. 7 share including Rs. 2 for pre- 
mium as per board resolution dated...) 


4,20,000 


8,40,000 


8,34,050 

"5,950 


8,500 

1,700 


Note: Premium received @ Re. 1' per 
share on allotment is not to be cancelled 
on the forfeiture of shares because pre- 
mium once collected cannot be cancelled. 
The total amount received from the 
applicants on 850 shares is Rs. 5,100, 
Rs. 2 50 per share with application and 
Rs. 3*50 per share with allotment. But 
this includes Rs. 850, Re. 100 per share, 
towards premium collected with allot- 
ment. Hence, share forfeiture account 
has been credited with an amount of 
Rs. 4,250 only i.e. Rs. 5,100—850) 


4.20.000 

6,00,000 

2.40.000 


8,40,000 


4,250 

5,950 
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ros.nnt**E op ** ures 

g. Bank A/c r Dr ' 

To Equity share capital A/c 
To Share premium A/c 
(Being reissue of 850 shares @ Rs. 13 
per share including Rs. 3 per share 
towards premium. These shares were 
forfeited ® Rs. 12 per share includmg 
Rs. 2 towards premium but reissued at . 
Rs. 13 per share f.e. at Rs. 3 premium) 


9. Shire forfeiture A/c Dr : 

To Capital Reserve A/c 
(Being profit on reissue of 850 shares 
transferred to capital reserve account) 


Note: The total profit on reissue is 
Rs. 5,100 (Rs. 11,050 received less 
Rs 5,950 calls in arrears). Out of this 
Rs. 4,250 is transferred to Capital reserve 
account and Rs. 850 in share premium 
A/c (share premium received Rs. 2,550 
less share premium cancelled Rs. 1,700) 


11,050 


8 ; 500 
2,550 


4,250 

4,250 


Working Note: 

BALANCE SHEET OF XYZ Ltd. 


Share Capital : 

Authorised: 

10,00,000 Equity Shares 
® Rs. 10 each 1,00,00,000 

Issued, subscribed, called 
and paid up 
1,20,000 shares @ 

Ri. 10 each 12,00 000 

Reserves and Surplus : 

Share Premium 3,60,850 

Capital Reserve 4 250 

Secured Loans : 

Unsecured Loans ; 

Current Liabilities and 
Provisions : 


Fixed Assets : 

Investments : — 

Current Assets, 

Loans and Advances: 

(A) Current Assets : 

Cash at Bank 15,65,100 

(B) Loans and Advances : — 

Miscellaneous 

Expenditure — 


15,65,100 


15,65 100 



PE1TV CASH BOG<\. 

Problem S. Prepare the C imprest° system. The 

" iffixed 250 

t%Z%t V T Tt petty^caslf transactions for the month otlannary. 

1983 are given below : r.n 


1st January 1983 
1st January 1983 
3rd January 1983 
3rd January 1983 
5th January 1983 
7 th January 1983 
9th January 1983 
12th January 1983 
16th January 1983 
16th January 1983 
19 th January! 
19th Januar 
22nd Januar 
25th Januai 
25th Januar • 
28th Januar. ' * 
31st January: 
31st Januar; ■: 


Opening balance 

Paid towards conveyance charges 
Purchase of stationery 
Wages to Sweeper 
Paid towards conveyance charges 
Postage stamps purchased 
Wages to 


Telegr: 
Conve 
Wager 

ostas:.;" 

rt- ; . 
CS : V 

Cl, 

tg.y 

i§;- 


lid 

paid 

■asc'^' 

es- 


250 GO 
42-00 
83 10 
2TC0 
62-00 
11G-C0 
42 CO 
9'50 
22"i0 
49 00 
SI-C0 
. 14-CO 
31 30 
63' CO 

: ■’ i6"-- 

y .,7 L 



I'UIYCaMI HU'.K 


2 3 






22 PEITY CASU BOOK' 

Problem 8. Prepare the columncr Petty Cash Book of Rajan 
Ltd. for the month of January, 1983 under the imprest system, ihe 
petty cash limit fixed was Rs. 250 and the cashier, draws money under 
the imprest petty cash system as and when the balance available with him 
is below Rs. 50. The petty ‘ cash transactions for the month ol January, 
1983 are given below : — ; 


1st 

January 1983 

Opening balance 

. 250 00 

1st 

January 1983 

Paid towards conveyance charges 

42'00 

3rd 

January 1983 

Purchase of stationery 

. 83 10 

3rd 

January 1983 

Wages to Sweeper 

2 1 CO 

5th 

January 1983 

Paid towards conveyance charges 

62'00 

7th 

January 1983 

Postage stamps purchased 

. llG’CO 

9th 

January 1983 

Wages to Sweeper 

42 00 

12th 

January 1983 

Telegram charges paid 

9'50 

16th 

January 1983 

Conveyance charges paid 

22'50 

16th 

January 1983 

Wages to Sweeper 

, 49 00 

19th 

January 1983 

Postage stamps purchased 

8POO 

19th 

January 1983 

Telegram charges 

. 14-00, 

22nd 

January 1983 

Entertainment expenses 

. 31 30 

25th 

January 1983 

Wages to Sweeper 

• 63 00 

25th 

January 1933 

Taxi charges paid 

27-60 

28th 

January 1983 

Postage stamps purchased 

36rC0 

31st 

January 1983 

Entertainment expenses 

' 17 00 

31st 

January 1983 

Wages to Sweeper 

42-00 



(/./ B. Part /, 

May 1983) 



i'illY tV II BOOK 
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PETTY CASH BOOK 



Index (Paper-wise) 


1956 (February) Chap.lProb. 

1. IMty cash book I'D 2 

2. Hank reconciliation 

statement l v E 5 

3. Capital an«l revenue 

expenditure 4*B 2 

4. Joint venture accounts 7*B 16 

5. Simple partnership 

accounts S'AIO 

6. Sclf-balancinj ledgers 6* A 1 1 

1966 (November) 

1. Forfeiture of shire* 9 C 3 

2. Simple partnership 

accounts 8A 9 

3. Provision for doubtful 

debts 2*C 2 

4. Bank reconciliation 

statement I E 2 

1967 (May) 

1 , Final accounts r.f 

companies 9 F 5 

2. Adjusting entries 2 A 2 

J. Consignment accounts T A 12 

1967 (November) 

1. Joint venture accounts 7B 3 

2. Bank reconciliation 

statement 1 E 12 

3. P.mnci ship- admission VC 5 

4 Bills of exchange S' A 4 

!9<S (May) 

1. Adjtu.r.g entr.es 2 A3 

2 S..f lulmcmg ledger* o A 

3 K‘U5 of share* o .\ s 

4. Jo.ntuVurt t ft < 

5. Kcclifj in? entries 2 ft 1 

VJyi (Owlobcr) 

). P> ov is: far doubtful 

d:b:s 2C3 


Chap. I Prob. 

•1. B ink reconciliation 

statement 1'E 3 

2. Final accounts J'B ^ 

3. Simple Partnership 

accounts _ S' A 7 

*3. Simple partnership 

accounts 8‘A 8 

4. Issue and redemption of 

debentures 9 - E 4 

•4. Forfeiture of shares 9 C & 

1969 (May) 

1. Bill* of exchange 5‘A 7 

2. Short notes 3‘C 4, 5*A J 

9*F 2, l*A 4 
3‘C 3. 7* A 5 
9E 2, 9 E 3 

•2. Final accounts 3'B4 

3 ■ Final accounts of 

companies 9 F 

4 Consignment accounts 7' A 9 

5 Cash books I'C 3 

1969 (November! 

1 Fnal accounts of 

companies 9*F 6 

2 Joint venture accounts 7 B 5 

3 Bank reconciliation 

statement I E 13 

4 forfc, lure of stores 9C2 

5. Bills of exchange K A 2 

*5 Rectifying entries 2 B 1 

1970 (May) 

J. Simple part ersbip 

a fc .ou*Ms N A 12 

2 B.lft of enhance 5 A 15 

3. Cu.h b.v>k\ J C 2 

4 Self ItJfCrs 6A4 
< *a < a^i'al and revenue 

e V t‘*t ue 4 B l 

(•’•» Cap-'.al and revenue 
expenditure 



1*2 


INDEX (VAVmi-WiSti) 


i?>70 (November) Chup.j Prob. 


1. Final accounts 

3'B 10 

2. Bills of exchange 

5* A 12 

*2. Joint venture accounts 

7*B 9 

3. Forfeiture of shares 

9‘C 5 

"3. Depreciation 

2‘D 2 

4. Rectifying entries 

2‘B 2 

5. Short notes 

3'B 6 

7* A 1 

, 5'A 3 

5* A 1, 8* A 1 

7*B 1, 7*A 4 

1971 (May) 


1. Accounts of non-trading 


concerns 

4*A 4 

2. Provision for doubtful 


debts 

2*C 4 

M 2. Bank reconciliation 


statement 

l'H 13 

3. Partnership-retirement 

8*D 2 

*3, Partnership-admission 

8*C 7 

4. Rectifying entries 

2*B 1 

‘“4. Issue of shares 

9* A 2 

5. Issue of bonus shares 

9*D 2 

3971 (October) 


1. Final accounts 

311 14 

2. Joint venture accounts 

7 B 15 

3. («) Self-balancing ledgers 

6*A 2 

(b) Self-balancing ledgers 

O' A 5 

4. Issue and rcdcmpl/ou. of 


debentures 

9‘F 5 

5. Investment and share 


transactions 

7*1- 2 

1972 (May) 


1. Final accounts 

3‘B 11 

2, Rectifying entries 

2 B 3 

3, Hank reconciliation 


statement 

1*11 19 

*3, Provision for doubtful 


debts 

2*C 5 

4, Bills of exchange 

5* A 1 

5, Bills of exchange 

5'A 1 1 

*S, Issue of shares 

9*A 2 

1972 (October) 


1 . Accounts of non-trading 


concerns 

4* A 7 


Chap. 1 1* rob. 


2. Partnership-admission 8*C 6 

*2. Partnership-retirement 8*D 3 

3. Bank reconciliation 

statement 1*12 10 

4, Forfeiture of shares 9*C 13 

M, Issue of bonus shares 9’D 3 

5, Short notes 3*C 2, 9*F 4 

*5. Depreciation 2'D 1 

1 9*3 (May) 

1, Final accounts 3'B 8 

2, Bills of exchange 5’A 13 

*2, Bills of exchange 5 A 14 

3, Consignment accounts 7' A 13 

*3. Joint venture accounts 7’B 3 

4, Partnership-dissolution 8‘E 4 

*4. Partnership-admission 8‘C 8 

5, Rectifying entries 2B4 

*5. Rectifying entries 2'B l 

1973 (November) 

1. Partnership amalga- 
mation 8’G 2 

2. Final accounts of 

companies 9'F 8 

3. Depreciation 2'D 5 

4. Investment and share 

transactions 7*F 3 

5. Seif- balancing ledgers O' A 6 

(). Trial balance 3*A 3 

*6, Brief notes 5* A 1, 3’B 6 

9‘F 2, 9* A 3 

1974 (May) 

1. Accounts of non-trading 

concerns 4'A 8 

2. pimple partnership 

accounts 8*A 13 

3. Bank reconciliation 

statement i’E 14 

4. Joint venture accounts 7‘B 2 

5. Issue and redemption of 

debentures 9 12.6 

6. Journalising 1*114 

1974 (November) 

1. Final accounts of 

companies 9*F 10 

2, Bills of exchange 5'A 19 
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